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Report of the President” 
By J. Porter JopLin 

In my report, as president of the association, I feel it my 
first duty to put on record my appreciation of the efforts of the 
standing and special committees which have performed their 
work so faithfully and accomplished what they have with such a 
degree of excellence. The year just closed will, in many ways, 
bear witness to broad activities on the part of the association and 
many of the standing committees have been dealing with ques- 
tions affecting the profession which are vital to its progress and 
growth. Special committees have also been created which have 
labored faithfully with serious problems. And while the reports 
of these committees undoubtedly will be read with great interest 
by all the members, they will not even in a moderate degree give 
an idea of the time and labor taken in connection with, and in 
behalf of, the subjects of the committees’ endeavors. 

Early in the year it was found necessary, because of demands 
that were being made by the federal trade commission, to create 
a committee with which this commission could consult regarding 
accounting matters which came before that body; and from the 
date of the appointing of this committee it has been actively 
engaged in conferring and advising with either one of the com- 
missioners or the commission’s representatives. This may well 
be considered a step in the right direction forming a relationship 
between our association and the federal government which is 
most desirable. The report of this special committee without 
question will be of much interest to our members. 


* Presented at the annual meeting of the American Association of Public Account- 
ants, New York, 1916. 
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It is gratifying to note that certain inharmonious conditions 
that existed in some of the states, which have, in recent years, 
enacted legislation creating the C.P.A. degree, have been satis- 
factorily settled through the splendid work of the committee on 
state legislation, and, inasmuch as these matters required personal 
visits to the different states, it would seem only fitting that a word 
of commendation should be said as to the manner in which these 
visits have been conducted. The chairman of this committee is 
to be congratulated on the successful way in which he has handled 
these matters. 


A greater interest in THE JOURNAL OF ACCOUNTANCY is evi- 
denced in its increased circulation, and our members will be much 
gratified with the report of the committee in charge thereof. The 
assured success attained in the publication of our periodical is 
most gratifying and there only remains to be said a word setting 
forth the necessity that our members support THE JouRNAL by 
sending in for publication contributions containing timely articles 
and matters of interest to the profession. The editor will 
welcome such material as will help to make the pages of THE 
JournaL a further success. 


Each member of the association has received a copy of the 
report of the committee on form of organization of association 
and can judge for himself the necessity and desirability of such 
a change as that outlined in this report. The conditions to which 
I referred in my report in Seattle in September, 1915, would 
seem rather to have been aggravated than improved, and the 
time has arrived when it is necessary for us, as members of a 
profession which is making itself felt throughout the country, 
to establish it in such a way that it will be able to set its own 
standards, exercise a reasonable control over its members and be 
in a position to embrace within its membership all of the reputable 
practising accountants in’ the United States. It is beyond ques- 
tion that it is due to this profession that such steps be taken as 
will bring about this desirable result. The committee in its report 
has stated that the plan as proposed is not the last word to be 
said upon the subject, but believes that it contains most of the 
essential features which are required in a national organization 
for our profession. It is my hope that the delegates at this 
meeting will adopt the report of this committee, which has the 
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endorsement of the board of trustees, and I doubt not that the 
future will show that the timely action taken in this direction 
was well advised and born of wisdom and sound judgment. 

In connection with the carrying on of the affairs of the asso- 
ciation, I feel again impelled to say a word regarding the efficient 
work done by our executive secretary. It would be a mistake to 
conclude that the work of this office is of a routine character, for 
many new matters are presented day by day and the activities of 
the incumbent of this office are numerous. Repeatedly during the 
year it has been necessary to proceed to Washington and else- 
where and attend to matters of vital interest to the profession ; 
and it has been my pleasure to note that on such occasions these 
matters have been well looked after and a favorable impression 
made when it has been necessary to interview and discuss matters 
with government officials. Such things all count in furthering 
the interests of this profession. 

The membership roll of the association will show an increase 
over that of last year, but it is hoped that a much larger increase 
will follow, inasmuch as the demands for skilled men are greater 
at the present day than at any other time in the history of the 
country. 

Your president had the privilege of attending the annual meet- 
ing of the Dominion Association of Chartered Accountants, which 
this year was held in Regina, Saskatchewan, and was permitted to 
address the members and business men of that city on the subject 
of Relationship of the Professional Accountant to the World of 
Commerce. The cordial relations existing between the Dominion 
Association of Chartered Accountants and our own body, which 
have been established for some time, have been further cemented 
and the growth of friendship between the two bodies is thor- 
oughly assured. 

So that this association might not be considered behind the 
times in connection with matters which are of paramount interest 
to our country’s welfare, the opportunity was embraced of bring- 
ing to the attention of the chairman of the industrial prepared- 
ness committee the desirability of co-operation on the part of 
accountants in the work of industrial preparedness. I stated that, 
in my opinion, the members of this association would be glad to 
render the committee any service in their power should they be 
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called upon for aid. There is much that could be done in time 
of national crisis by the members of this profession through their 
national body, provided the nature of the need was made known 
to the association and opportunity thus afforded for service along 
lines wherein our members excel. 

In conclusion I wish to express my heartfelt gratitude for your 
support during the fiscal year just closed. Of necessity the 
conduct of the affairs of a national body of professional men 
must be carried on by a small minority of its members, but it is 
not possible to achieve anything unless the moral support of all 
those who are interested in the welfare of the whole body is 
freely given. This support, I feel, has been given by the associa- 
tion, and if anything has been brought about which will be of 
future benefit to this profession, which we all love and which we 
are endeavoring to uphold in a manner commensurate with its 
responsibilities, the credit is due to the entire membership. 


J. Porter Joprin, President. 
Chicago, September 1, 1916. 
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Vv 
By F. J. Knoeppet, C.P.A. 


Considerable importance is usually attached to the value of 
accurate costs; and so-called ruinous competition is attributed to 
inaccurate costs and to ignorance as to the real cost of pro- 
duction. 

We cannot emphasize too strongly the importance of accurate 
costs; but we can, and we usually do, emphasize its importance 
without sufficient qualification. As a result, manufacturers are 
often led to believe that standard cost systems for each industry, 
arranged to secure production costs upon a basis of assured 
accuracy, will bring about a discontinuance of the practice called 
“competitive price fixing.” 

Purely accurate costs may answer admirably in a certain 
limited number of industries. However, in other industries 
accurate costs alone for price fixing are of doubtful value. In 
fact, because of the faith usually placed in the expressed value 
of the cost figures and owing to a widely circulated plea for 
“price maintenance” and to the advantages voiced in its support 
as “good business,” the blind setting of prices on the basis of 
accurate costs may prove positively dangerous. 

Accurate costs must be intelligently read to be most profitably 
employed in “price fixing” as well as in shop cost control. The 
demand for the output of an industry is subject to variation, 
most pronounced during periods of industrial depression, and for 
this reason and so long as prices are not established by law or 
under governmental control “competitive price fixing” will 
remain. 

It is quite true that a manufacturer, knowing his controllable 
cost—as labor and material—will rarely, if ever, accept contracts 
or orders which net returns below such controllable cost; and 
the contention of those who advocate standard cost systems is: 
“If total cost is accurately obtained and definitely known, the 
manufacturer will refuse to sell below such total cost.” 
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Exponents of “price maintenance” claim that its conscientious 
observance, especially during periods of industrial depression 
and low demand, will strengthen the industry and materially 
benefit society. This view overlooks the fact that price influences 
demand as well as that demand and supply influence price. The 
obvious remedy or relief for depressed industrialism lies in an 
extension and encouragement of sales and buyers throughout an 
industry, and is most naturally found in establishing more attrac- 
tive prices. 

Everyone knows and appreciates that overhead or burden 
fluctuates inversely with variations in productivity, and that it 
is vital to maintain factory output close to capacity. The shrewd 
manager is usually willing to sacrifice all profit and, if need be, 
suffer certain losses in an effort to maintain normal output. 

While this is good common-sense business, it not infrequently 
proves disastrous, largely because the cost data are not sufficiently 
comprehensive to allow intelligent price-cutting. Intelligent price- 
cutting is as great a benefit to industry and society as ignorant 
price-cutting is a menace. 


The federal trade commission has brought the subject of the 
standard-cost-system to very wide and general attention. So 
much has been said in favor of the standard-cost-system that an 
expression of possible doubt as to its supreme efficacy as a 
destroyer of “ruinous competition” cannot detract from its 
unquestionable merit. 

The objection to the standard-cost-system is not found in any 
defect in the system itself, but in this: that the smaller manu fac- 
turer will suffer under its operation. He will suffer because of 
strict adherence to the rules of operation laid down and will 
submit prices based entirely and absolutely upon the resultant 
costs. 

True, his costs will be correct, accurate. So will the costs 
of his larger competitors be correct, accurate. However, his 
larger competitors, by reason of greater wealth or size, are able 
to secure highly and specially trained men, who appreciate the 
variables of cost and understand the laws governing safe price 
reduction. 

Fear and faith will make a blind follower of the smaller 
manufacturer—fear to employ common-sense in pricing and faith 
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in the wisdom of those who provided the system. The trouble 
will lie in this: that his faith will be greater than his knowledge, 
and principles will become subservient to system. 


What we need to-day are principles for competitive pricing— 
not a system; except as a plan for securing the guiding infor- 
mation. 

We must have a broad and intelligent conception of the fact 
that every operating cost is composed of two broad classes, con- 
trollable and uncontrollable. This is not new; it is merely 
supremely important. 


Controllable cost elements are: 


(a) Current 
(Labor, materials, etc.) 


Uncontrollable cost elements are: 


(a) Current 
(Labor, supplies, etc.) 


(b) Capital 
(Depreciation, interest, etc.) 


If price influences the demand, price fixing under compe- 
tition, or even without competition, but under adverse general 
trade conditions, seems to require that the uncontrollable cost 
elements, which may be defined as “standing charges” or “dead 
factory losses,” be intelligently treated so as to effect more favor- 
able selling prices. 


The cost system must be designed so as to make possible the 
intelligent application of the laws of competitive price fixing. 


This simply means that every factory should prepare its 
standardized costs in a form that permits an economic analysis 
to be made of the estimated cost on any prospective contract. 
Two sets of records must be maintained for such analysis, cover- 
ing operation costs and service costs. No actual monetary values 
need be used—the purpose being to provide a statement of the 
relative amount (in percentum) that each element is to the total 
cost. The following illustrations will further explain the con- 
struction of these two records: 


247 











The Journal of Accountancy 


Standard operations costs 


Elements : Operation A ; B; .: D; etc. 

(1) Productive labor 29% 42% 16% 62% 
(2) Direct burden 31% 17% 15% 30%: 
(3) Depreciation, 06% 12% 03% 01% 
(4) Interest 08% 15%: 02% 02% 
(5) Service cost: 

Ga. 06% 00% 16%: O% 

Gb. 09% 03% 27% 02% 

Ge., ete. 11% 11% 21% 03% 





100% 100%: 100% 100% 
Material cost is omitted because its use in operations can not 
influence a reduction in other elements of cost. For elements 


covered under classification (2) see group I, classification 1. 


Standard service costs 


Elements : Services: Ga; Gb; Gc; Gd ; etc. 
(1) Service Ga 13% 02% 45% 14%, 
Gb 21% 00%: 08% 13% 
’ Ge 06% 04% 09% 08% 
(2) Depreciation 07% 12% 14%: (06% 
(3) Interest 12% 07% 06%: 06% 
(4) (a) Insurance & taxes 02% 03%: 03% 02% 
(b) Labor 19% 46% 08% 31%: 
(c) Supplies 11% 24%: % 09% 
(d) Etce., etc. 09% 02%: 03% 11% 





100% 100% 100% 100% 


See group G, classification A. 


In the third article of this series it was remarked: “Any 
service cost may include a number of economic cost elements 
(2, 3, 4); so that the engineer’s method destroys fundamental 
economic divisions, while the accountant’s method fails to secure 
the most accurate determination of cost. Both methods being 
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faulty, yet based upon sound reason, it follows that neither 
should be abandoned, but a combination of both be effected.” 
The cost analysis based upon the above given records effects 
such a combination. The analysis must be based upon a cost 
estimate and can be presented in a form similar to the following: 


Cost Estimate Analysis on 


Estimate Analysis elements 


Operation A, $430. 180. 60. 90. 70. 30. 
- B, 670. 120. 170. 110. 190. 80. 








" 2 200. 20. 60. 30. 10. 
2 D, 530. 250. 110. 70. 60. 40. 
E, 510. 110. 370. 20.  & 3. 
' F, 940. 330. 470. 90. 30. 20. 
Total, $3,400. 1190. 1200. 440. 385. 185. 
(a) (b) (c) (d) (e) (f) 

b = Productive labor 1190. 

c = Direct burden 1200. 

d = Depreciation 440. 

e = Interest 385. 

f = Inter-service (undistributed service cost) 185. 


a— Total $3400. 


Whenever an analysis may be desired a blank form carrying 
the above provisions can be filled out as to column (a) only. 
This form can then be given to some one person having possession 
of the data on standard operations costs and standard service 
costs, and a distribution can be made of the cost shown for each 
operation under (a) into columns b, c, d, e and f. 


Such analysis is secured by reducing all service cost percent- 
ages appearing under the services affected, on standard opera- 
tions cost record, to percentages expressed in terms of the 
elements b, c, d and e. 
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This is accomplished by multiplying the percentum rates on 
standard service costs record by the percentum shown for the 
total of the specific service on standard operations costs record. 


To illustrate: 


Reduction of service Gb, for operation D. 
Line 5, Gb, column D, standard operations costs record 
indicates Gb services cost equal to 2 per cent. 


? 


Standard service costs 





record Gb. @ 2% = Elements 
(1) Service Ga 02% 00.04 
~ 04% 00.08  .12=(f) 
(2) Depreciation 12% 00.24 .24==(d) 
(3) Interest 07%: 00.14 .14= (e) 
(4) a. Insurance and 
taxes 3% 00.06 
b. Labor 46%: 00.92 
c. Supplies 24% 00.48 
d. Etc. etc. 02% 00.04 1.50=(c) 
2% 


Services related to other services produce inter-service rates 
(in this case 00.12 per cent.) which must be multiplied down 
if the ratio of such interservice to the total operation cost of 
100.00 per cent. is sufficient to warrant it (certainly not in the 
illustration given), and provided the competitive or other price 
influencing conditions seem to demand it at the time. 

For factories having a continuous demand for such analysis 
a third record can be profitably used, exhibiting operation cost 
and service cost reduced to the final expression of net percentage 
for the elements b, c, d, e and f. The analysis is then made direct 
from this record and saves the labor of repeated reduction 
calculations. 

The value of such analysis must be apparent. Let us take 
the cost estimate analysis shown above as a hypothetical case. 

The sales, manufacturing and cost departments must work 
in harmony. The manufacturing department needs the contract ; 
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the sales department must endeavor to close it in the face of very 
keen competition perhaps; the cost department may be called 
upon to provide the data upon which may be established the final 
sales price. Certain questions immediately develop, as: 


How badly is the work needed? 

How strong is competition ? 

How far can the price be safely cut, and to what advantage? 

As to “price fixing,” these three questions should typify the 
attitude of the management towards the three departments 
respectively. The best conclusion must be reached—whether its 
determination rests with a single individual conferring with each 
department or with a committee composed of the heads of these 
departments. 

In the smaller factory such responsibility may be imposed 
upon the general manager. Assume such to be the case. 

He has called for and received an analysis on the prospective 
contract. He also learns that the factory is in desperate need 
of future work (especially on such operations as are involved 
under the contract); the sales department has been credibly 
informed that the contract will not be let at any price close to 
$3,000.00; and the cost data show a serious increase in burden 
ratio under the operations involved. 

Group J provides the manager with trustworthy data as to 
the results under each operation involved—what the actual pro- 
ductivity has been during the last period and to date and the 
actual loss sustained due to shortage in productive hours. 

The manufacturing department should advise as to the 
amount of work (in hours or productive labor cost) awaiting 
each of these operations on unfilled orders. These will assist the 
general manager in deciding the real need for additional work 
on the basis of an intelligent forecast. 

The first item of cost to receive attention should be the 
element of interest, amounting to $385.00, As has been remarked 
previously, interest is not really a production cost, but its inclu- 
sion is essential to intelligent and equitable pricing. By elim- 
inating this item of cost from the selling price no actual loss is 
suffered. 

After deducting the interest charge the cost still remains 
$3,015.00. Depreciation is the next element to be considered. 
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While unquestionably an element of production cost, it is actually 
rather indefinite as to amount, for its calculation, even by the 
most capable appraisers, is merely a reasonable approximation. 
Depreciation does not call for immediate financing and for this 
reason does not tax the working capital. During a period of 
financial difficulty and contracted shop output any part of this 
element of cost recovered through sales represents so much cash 
added to the working capital. When eliminating the element of 
depreciation the manufacturer is simply shifting the burden of 
recovery to some future day, and it is to be advised only during 
a period of industrial difficulty. 

The total depreciation cost estimated on the contract equals 
$440.00. By reducing this to $200.00 the contract cost will be 
cut to $2,775.00. 

Sold at $2,775.00, the actual loss as compared with the accu- 
rate cost of $3,400.00 amounts to $625.00 Still the contract 
would prove profitable in recovering $200.00 of depreciation, 
which otherwise would be lost, and in reducing the total over- 
head cost on the various operations by its own full normal charge. 


Eliminating all capital cost would reduce the selling price to 
$2,575.00. 

Although it is seldom advisable, occasion may arise when it 
becomes necessary to go beyond the actual capital cost in price- 
cutting—$2,575.00, in this case, should be considered as a danger 
point in price-cutting, and the advantages and need for any 
further reduction should be most carefully weighed. 

Under the uncontrollable cost elements are found both capital 
and current, so that, if a certain portion of this partly fixed or 
constant current cost can be recovered through a reduction in 
price beyond the $2,575.00, it may prove desirable in reducing 
actual losses. 

No reduction should be made that effects the controllable 
cost, as failure to secure the full amount of such cost represents 
an absolutely preventable loss, which no condition of affairs can 
justify. 

Material cost was not considered in the foregoing hypothesis, 
as it can best be treated as a separate element. 

The next article will further consider the value attaching to 
groups I and J. 


252 




















Interest On Capital* 
By Grorce Manon, C.P.A. 


The principles involved in the practice of crediting the 
members of copartnerships with interest upon their respective 
investments of capital, for the purpose of equalizing the distri- 
bution of profits, are doubtless so well understood by ail of you 
that further explanation or discussion of that subject is unnec- 
essary. I wish, however, to refer briefly to that phase of interest 
on capital for the purpose of showing its analogy to a proposition 
which is now being put forward by many bankers and business 
men and is being seriously considered by some accountants— 
namely, to charge interest on invested capital against the plants 
by which such capital is employed. 


The custom of crediting interest on partners’ capital, while 
not universal, is quite general. In instances where the invest- 
ments and drawings of all partners are equal, there is, of course, 
no necessity for considering the question of interest as between 
them. This, however, is rarely the case, and it is therefore best 
to credit each partner with interest on the amount of his capital 
in the business and charge him with interest on his withdrawals. 
Whether this is actually done or not depends, of course, upon 
the terms of the partnership agreement; but that every partner- 
ship agreement should contain such a provision is a point upon 
which I believe all accountants are agreed. 


In the old days, before it became customary to subdivide the 
profit and loss account into manufacturing, trading and profit and 
loss sections, such interest charges were usually included in the 
general profit and loss account, with the income actually earned and 
the expenses actually incurred—a method still followed by many 
bookkeepers, which gives rise to the erroneous opinion held by 
some that such charges constitute an actual expense of doing 
business. The best practice, however, is to close the profit and 
loss section after including only the actual income and expenses, 


* This discussion of the treatment of interest occurred at the tri-state meeting at 
Richmond, Virginia, 1916. 
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carrying the resulting net profit or net loss to a fourth sub- 
division called profit and loss appropriation account. As one of 
our leading authorities says: 


Interest on capital is not properly chargeable as an expense of the 
business, but is a part of the net profits apportionable according to 
agreement. 


This decision has been pretty generally accepted by accountants 
as being correct—an opinion in which I most heartily concur ; but 
I can see no reason why we cannot proceed in strict accordance 
with this rule and at the same time comply with the wishes of 
those who believe that interest on invested capital should be 
shown as a deduction from the amount of net profit earned by 
each factory or branch house — a result which we should 
endeavor to accomplish if the knowledge is to be at all helpful 
in gauging the productive value of business operations. We 
should bear constantly in mind the fact that the continued growth 
of business, not only in size but also in complexity, necessitates 
a corresponding development of accounting methods to meet 
requirements which are all the time becoming more and more 
exacting. 

I am aware that several gentlemen who are justly regarded as 
leaders in the accounting profession and authorities on accounting 
procedure have put themselves on record as being strongly 
opposed to considering interest upon capital as an item that can 
possibly figure as a charge against the earnings of corporate 
business ; but I cannot see why it is any more incorrect to treat 
interest upon capital used as a charge against the user, than it 
is to treat interest upon capital invested as a credit to the investor. 

That there is an actual demand on the part of business men 
for some accounting method that will show them quickly, clearly 
and accurately whether their different operations are yielding 
a return of more or less than a certain percentage on the invested 
capital employed is well known. In my own experience it has 
been a live question for several years past and the tendency of 
clients to press the matter insistently, instead of diminishing (as 
I at first hoped it would) seems to be increasing rapidly. 


Mr. Montgomery aptly says: 


Intelligent manufacturers, in fixing the selling prices of goods, if not 
wholly governed by the prices established by competition, give due con- 
sideration to all costs other than manufacturing, such as administrative 
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and sales expenses. They can be depended upon to consider the possible 
return upon invested capital, either as a specific rate they desire to earn 
or as “all the traffic will bear.” 


So they do consider it as far as they can; and they can intelli- 
gently apply their knowledge of the subject to any business the 
size of which is small enough and the organization of which is 
simple enough to permit a ready analysis of conditions by one 
who is not an expert in accounting theory and practice. But 
in the case of large concerns with many branches, each of which 
employs, at different periods of the year, different amounts of 
capital, it is too large and difficult a task for the average business 
man to handle. And so the business man is calling upon the 
accountant to devise some method whereby the facts, as they 
are viewed by the business man, can be accurately recorded in 
the books of account, where the business man can refer to them 
at will. Are we going to turn a deaf ear to that call or tell 
the business man that he cannot get the information he wants? 
Or shall we seriously try to work out a way that will satisfy the 
business man, and at the same time conform to proper accounting 
methods? 

In order to understand the reason for the position taken by 
bankers and business men, let us consider the development which 
has led up to it. 

Some years ago a labor leader, speaking at a convention of 
one of our national economic societies, upon the subject of the 
proper relative earnings of capital and labor, stated that the 
manufacturer should include, as a cost, six per cent. on his capital 
invested in the business. The accountants present (some of them 
men of high attainment in their profession) promptly denounced 
the idea as impracticable. How could you charge your operating 
cost with interest on capital when there was no account to which 
you could give an offsetting credit? And accountants and 
business men in general accepted their verdict. Yet the seed has 
sprouted and is even, in a measure, bearing fruit, especially with 
business men who see in the workmen’s growing desire to share 
in the profits a reason for classing interest on capital as a cost 
of doing business. 

Many large concerns began business as jobbers and had their 
jobbing business strongly and profitably established before they 
thought of entering the field of manufacturing. When they did 
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so, it was usually without a clear comprehension of the account- 
ing questions involved and with a very natural inclination to 
favor the infant industry as much as possible. The jobbing 
house had never been charged with interest on capital, so the 
question of charging it to the factory was not considered. Yet 
the jobbing house usually did the financing, which meant furnish- 
ing the factory with plant, equipment, merchandise and money 
for payrolls and expenses out of funds most, if not all, of which 
were borrowed. This compelled the jobbing house to pay out 
much more for interest than it would have done otherwise. The 
jobbing house also generally took the factory’s product as soon 
as finished and carried it, sometimes thereby incurring addi- 
tional warehouse charges. Frequently, too, the factory’s goods 
were handled on a closer margin for the jobbing house than 
would be the case with goods of other make. 


The result of all this was a false showing of profits for the 
factory and a reduction of profits for the jobbing house. I have 
been engaged for many audits which were inspired solely by a 
desire of the directors or stockholders to learn who was getting 
the money which they felt sure the jobbing house must be making 
but failed to show up in the annual statement. The tendency of 
the factory managers was to become over-satisfied with their 
ability as profit producers; the decadence of the jobbing houses 
became a by-word, and many concerns were actually wrecked 
by the misunderstandings and dissensions engendered by this 
surprising ignorance of facts which should have been apparent 
to the most casual observer. 


By degrees an understanding of the matter penetrated the 
brains of the business world. Adjustments of prices and con- 
ditions followed and, in most cases, charges against the factories 
for the capital employed by them were made (usually at six per 
cent.) which were credited to the jobbing houses’ interest 
accounts. This, however, gave the latter an undue advantage, 
since much of the money so employed was invested capital and 
the rate on borrowed capital ranged from six down to three 
per cent. 

Some concerns have several jobbing houses. Some of these 
do the financing for factories in their locality, while some do not. 
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In any case, the amounts of capital actually employed by the 
jobbing houses vary greatly, which destroys the basis of fair 
comparison. 

There are two remedies as I see it: One is to preserve an 
actual equality of the invested capital among all branches (based 
upon their volume) and charge them with interest on the excess 
of capital actually employed by each (the aggregate of which 
will equal the borrowed capital) at the average rate of interest 
actually paid. The other is to keep a general interest account, 
to which shall be charged all interest paid, which shall be 
equitably pro-rated to the branches, and to make a further charge 
to the branches for interest on invested capital, at an arbitrary 
rate (say six per cent., for a plant that will not yield that return 
on the capital employed by it should be considered as “unprofit- 
able.””) Some companies charge interest to their factories and 
try to preserve an equality of capital between the jobbing houses, 
which is a very intricate method and one which has so far failed 
of proper execution. 

The remedy first above suggested is little better in principle 
and much harder to administer. The second is, to my mind, the 
only feasible solution. 

In considering the determining of factory cost of production 
and wholesale house trading profits exclusive of interest on real 
estate owned, note the injustice done to the branches occupying 
rented plants. In this connection, J. Lee Nicholson says in his 
work entitled Factory Organization and Costs: 

Interest on investment in a plant is very rarely included in the cost of 
manufacturing, but should be in all cases. The money that is invested 
might be drawing interest elsewhere, without demanding the personal 
attention involved in running a plant. 

There are two principal ways in which interest enters as an expense: 
first, the interest on the amount of capital invested represented by the 
plant and equipment; and, secondly, where all or any part of a plant is 
owned subject to a mortgage or notes, the interest in this case practically 


taking the place of rent, and being just as much a part of the expense to 
be distributed over the cost of production as rent would be. 


And I wish to add that it is not only a question of determining 
the cost correctly (although that consideration alone is sufficient 
to justify charging interest on plant investment), but there is also 
the important question of preserving the basis of fair com- 
parison, which cannot be done if one factory pays rent while 
another enjoys free quarters. This is a point on which manu- 
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facturers are insistent. Many of them are to-day comparing the 
costs and earnings of their plants, not only with other plants of 
their own, but also with plants owned by others, since trade 
associations have of late years largely broken down the old 
custom of secrecy and have done much to promote the inter- 
change of helpful information. 

Now, if we charge a branch with interest on the capital 
invested in plant, why may we not charge it also on the capital 
tied up in merchandise, accounts receivable, etc.? Some con- 
cerns are already doing this and more will follow, because the 
practice has a valid reason to justify it from the business man’s 
point of view. It is impossible to preserve an equality of capital 
in use by different branches, but to charge them with interest on 
the capital they actually do employ reflects the results of their 
management in the profits or losses, which is the sure way to 
impress a manager who is responsible for the earnings of his 
branch. I know of several cases where this practice has led to 
a house doing as large a business as before, although carrying a 
much smaller stock of merchandise and a much smaller amount 
on the books in accounts receivable. When such concrete results 
as this can be obtained, it is clear that enlightened business men 
will follow this practice, and the accountant’s disposition should 
be to assist in doing this rather than to take a dogmatic stand 
upon a technicality. 
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Interest On Capital" 
By W. P. Hirton, C.P.A. 


In the beginning of the world’s history, when man was 
created, all of his material wants were provided for, but, not 
being satisfied with that condition, and exercising all of the 
prerogatives of a free moral agent, he apparently started at once 
the plan of securing each unto himself as large a share of 
worldly goods as his intelligence and activities permitted. Natu- 
rally some acquired more than their needs, or a surplus, and 
others less, or a deficiency. This in turn reached a point where 
the imposing of a charge for the use of an article, by the more 
successful, became a factor in the tribal life. In the book 
Leviticus usury is first mentioned. The word “interest” does 
not occur in the references, nothing but the harsh word “usury.” 
In that particular passage, or a later one, the inference is drawn 
that by command it was deemed unrighteous or unlawful to 
oppress any person through such an agency. 

The point I wish to make is that interest (in every sense 
usury) is a man-made article which had been used to such a 
degree as to command the attention of the early biblical writers. 
It eventually became so thoroughly established that the common 
saying, “Interest shall follow as the shadow follows the sub- 
stance,” became a definite rule in all legal proceedings concerning 
transactions of a financial nature. 

Thus there was created what we might term “a silent partner” 
operating, on the one hand, solely to the benefit of accumulated 
wealth, of whatever extent, and, on the other hand, to the detri- 
ment of the less fortunate. 

It is impossible to determine the full effect of this factor, but 
one class of securities with which we are all familiar will serve 
to illustrate the point: 

A city issues $100,000.00 worth of 30-year 6 per cent. bonds, 
without a sinking fund provision, for the purpose of building a 
school actually to cost $100,000.00. When those bonds are 
retired, at maturity, the school is probably out of date and of 


*A reply to the address by George Mahon, C.P.A. (appearing in this issue of 
Tue Journat or Accountancy), Richmond, Virginia, 1916. 
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no value, yet what, on a cash basis, would have cost the com- 
munity $100,000.00, in reality cost $280,000.00. Therefore 
through the medium of interest we have an actual as well as a 
theoretical element ever tending to give to one man a greater 
and to another a lesser share of the per capita wealth to which 
each is, by the laws of creation, entitled. 

As the interest factor operates in the case of municipal or 
any other bonded indebtedness, it will also influence the cost of 
commodities to a consumer. Therefore conditions would be 
further aggravated if a general accounting principle were adopted 
whereby the manufacturing cost of an article would be increased 
by a charge representing interest on capital employed in the 
respective subdivisions of the operation. 

Can we as accountants—the only profession dealing with 
financial conditions which has the reputation of being non-par- 
tisan—contribute to the approval of a principle which operates 
entirely for inequality to the end that capital interests shall be 
unnecessarily augmented and the less fortunate possessors of 
this world’s goods unnecessarily burdened by a reduction of the 
purchasing power of their wealth? 

I am not combating any gains made through the legitimate 
processes of trade, but I do say that it is unreasonable to saddle 
the cost of an article with a charge originating in a factor which 
operates, unheard and unseen, entirely outside of the law of 
supply and demand and necessary legitimate production charges. 

To my mind, the plan of making interest on capital employed 
an element of cost is circumscribed by so many undeterminable 
or fluctuating conditions as to preclude its standardization. I 
believe in the first place that the term “interest” it wrong, whether 
for cost purposes the charge is made as an operating expense or, 
under the plan favored in Mr. Mahon’s paper, such charges are 
deducted from the net earnings of any operation either as an 
entirety or departmentally. It occurs to me that instead of 
“interest” we should have a term properly to convey the thought 
that an element was being inducted into our calculations repre- 
senting @ measure of reasonable expectancy for the use to the 
business of the capital employed. In this it is apparent how 
divergent the views of different business organizations must be. 
One concern can set a measure of six per cent.; another four; 
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another twelve, and so on. If one manufacturer uses four and 
another seven, the cost figures of one will be of no more service 
to the other than if “A” uses four and “B” ignores the item 
altogether. Moreover “A” may use it as a direct cost; “B” may 
deduct it from “net earnings”—in consequence their comparison 
cannot possibly be of value without recalculation. Therefore the 
best plan will be for neither to use it. 

Let us establish what is the capital of a business. Generally 
it is spoken of as representing the amount stated as capital 
stock and surplus combined. This will not suffice for the subject 
before us and therefore we must consider the capital as the 
aggregate amount of all the assets, regardless of what the source 
may be as represented in the actual liabilities, and any credit 
items appearing on the balance sheet. Granting the necessity of 
a charge for employed capital, it at once becomes apparent that 
to whatever division or department the assets are allocated, such 
operating accounts will be charged with a rate covering “reason- 
able expectancy.” 

Now let us consider the theoretical intent of a concern enter- 
ing the business field. 

A normal condition would be where the stockholders con- 
tribute an amount sufficient to provide plant, equipment, stock of 
merchandise and adequate working capital. Under ideal con- 
ditions no items would appear on the credit side of the bal- 
ance sheet other than the amount of capital stock and any 
subsequent increment as represented by surplus. If this were 
possible in all cases, the segregation plan or any other plan of 
spreading an arbitrary charge on the books might be in order. 
But — and here any such plan fails — no human being nor 
any group of live, aggressive business men is content to confine 
an operation to the limitations of an original investment, espec- 
ially if the business is successful, and most certainly not if, 
through error in judgment or the contributing causes of trade 
conditions, losses are sustained. In either case there enters the 
speculative feature—on the one hand further to increase the 
profitable condition by anticipating market fluctuations and pur- 
chasing supplies and merchandise far in advance of needs; or, 
on the other, the necessity of carrying losses already made in the 
hope that such can be recovered out of future profits. 
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Either phase at once produces an abnormal or subnormal 
condition and there are raised on the books accounts known as 
notes payable, accounts payable and bonded indebtedness. We 
can ignore the subnormal condition and deal entirely with the 
abnormal or “above regular.” 

The usual amount of merchandise purchased in advance is 
distributed to various departments. The respective departments 
by virtue of wise purchasing are enabled to show a remarkable 
profit and under the plan advanced at the end of a period will 
have deducted from profits an arbitrary rate “of reasonable 
expectancy.” All other factors being equal, another concern less 
fortunate might show a loss. Now has the first concern pro- 
ceeded properly from a cost standpoint? I think not. In the 
first place a true cost basis has been superseded by one of 
speculation. If the normal cost plan had been maintained the 
department would have been charged with the market value of 
the goods at the time they were consumed and, under the segre- 
gation plan, with such rate of expectancy as had been adopted. 
Would not the showing for that department have been vastly 
different than in the first case? 

Allow me to digress from the subject long enough to say 
that the need of a definite “normal” standard for cost systems 
and the elimination of speculative factors in order to produce 
actual 100 per cent. pure operation is a matter that must event- 
ually be regarded with most careful thought by the accounting 
profession. 

Now to return. All the assets must be segregated to various 
departments. To illustrate: 


Financial department (Including credit department) 
Jobbing house A 
Branch houses Factory Al 
Group one Factory A2 
Factory A3 
Jobbing house B 
Branch houses Factory Bl 
Group two Factory B2 
Factory B3 
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The assets collectively are counterbalanced by the aggregate 
of notes payable, accounts payable, bonded debt, capital stock 
and surplus. 

To what accounts will the “measure of reasonable expect- 
ancy” be credited when the several departments are debited? 
That arising from the notes payable, if the “interest paid” rate 
were the same as the rate for capital employed, would be offset 
through the interest account. (Here we have another fluctuating 
quantity, as only in rare cases would the two rates agree. Money 
at present can be had at almost any rate between 314 and 6 per 
cent.—concerns borrowing at 6 per cent. and compelled to main- 
tain minimum balances in bank would possibly pay above 7 per 
cent. Therefore a credit or debit balance would appear in either 
account. ) 

Accounts payable not requiring the payment of interest would 
not be covered by an offsetting item. 

Bonded indebtedness interest would clear or else fail to adjust 
itself evenly, the same as notes payable interest. 

Capital stock would present the same condition as accounts 
payable anc, in addition, the credit offsetting the aggregate 
charge, assessed to the various departments which entered into 
the general operation or loss and gain, at once would become the 
property of the stockholders to be increased by such further 
dividends as might be declared. In the case of loss, however, 
an illegal condition could arise in that there would be no account 
to absorb the loss and the funds set aside on stockholders’ invest- 
ment, as above, might take the form of impairment of capital. 

Therefore it is apparent, the foregoing plan being imprac- 
ticable, that the only course left open is that termed the “segre- 
gation plan” in Mr. Mahon’s paper. If any plan is ever uniformly 
adopted, I favor this one, principally for the reason that the 
charges for capital employed are not included in the cost of raw 
material or goods in process. In other words, values are not 
shown in the accounts other than cost of material plus proper 
manufacturing expense. If the consensus of opinion is for cost 
purposes to adopt a plan whereby the “reasonable expectancy” 
rate is made a factor of the expense, then at fiscal closings any 
amount accruing from this source and included in the values 
placed on finished or other merchandise on hand should be 
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reversed by debiting loss and gain and erecting an offsetting 
reserve, which for balance sheet purposes should be deducted 
from the inventory values. 

Every person who enters the business field, either as a partner 
or as a holder of any class of capital stock which does not guar- 
antee a certain dividend, risks or ventures his contribution for 
better or worse. That is, out of all the opportunities which may 
be brought to his attention, some one presents the best assurance 
of a fair return on his investment as well as the safety of the 
principal sum. There should not be anything in the scheme 
which would unnecessarily increase the cost of the product and 
thus burden the public with an arbitrary value. In the case of 
larger organizations, however, regardless of what comparisons 
may be made between separately controlled companies in the 
same business, it is necessary that a plan be adopted whereby 
the management of each of the departments or subdivisions can 
have an adequate basis of comparison between department and 
department. Undoubtedly all of us are familiar with the con- 
troversies appearing from time to time between department 
heads and branch house managers relative to the actual results 
obtained. The segregation plan would solve this question accu- 
rately and conclusively beyond all peradventure if the “normal” 
condition previously mentioned were maintained. By the inclu- 
sion of the speculative feature we should have a hydra-headed 
affair which could produce complications and demand an intri- 
cacy in bookkeeping methods and other things far worse than 
any contingency which could arise from the omission of a charge 
to represent a measure of reasonable expectancy for the use to 
the business of the capital employed. ° 
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Prospectuses of the New Industrials 
By Kemper SIMPSON. 


The industrials, the prospectuses of which are to be considered, 
consist for the most part of private businesses incorporated 
or closed corporations reincorporated in order to issue stock and 
sell it in the market. They are, as a whole, the result of the 
activity of the banker-promoters, who desired bases for the issues 
of comparatively safe and high-yielding securities. (Incidentally 
it might be said that the bankers acquire a considerable portion 
of the common stock in these flotations.) From the owner’s point 
of view this listing of his stock offers certain definite advantages : 
he may withdraw his capital and create a market for his common 
stock ; he may obtain new cash or working capital for his business ; 
he may in this way pay off large outstanding liabilities. 


The mechanism of the flotation is comparatively simple. 
Preferred stock is issued to an amount equal to or slightly less 
than the physical assets, and common stock is added according to 
the earning capacity. Now the prospectuses of these industrials 
are or should be a matter of some interest to the investors and 
to the investment bankers who buy large or small parts of the 
issue. In some countries there are legal regulations as to what 
such prospectuses should disclose; in the United States the integ- 
rity and the enlightenment of reputable accountants bring about 
in some measure the necessary results. 


There are certain facts which these prospectuses, like all 
others, should present clearly. Profits, for example, are a case 
in point—and this is an old story. As an evidence of stability the 
profits for one year or for two years would not be enough. The 
earnings for a larger number of years before incorporation should 
be given, and not an average of earnings for five or ten years, 
although this might be added after the presentation of the figures 
for each year. Another interesting problem with regard to 
profits, and one which is somewhat more pertinent to this dis- 
cussion, is the question as to whether the gross profits or the net 
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profits of the business before incorporation should be shown in 
the prospectus. A distinguished accountant seems to insist, as 
far as I can understand him, that the gross profit is the usual 
and the correct practice. The foremost promoter of these indus- 
trials vehemently announces the opposite. “In all my industrials 
the net profits are presented, and such is the only fair practice.” 
Any decision, even if it did come within the scope of this 
paper, would be predicated upon some discussion of the purposes 
of incorporation. It might be said that a record both of gross 
and of net profits would be the ideal practice and that those 
businesses which incorporate to pay their debts should give a 
record of gross profits, if nothing else. 


These industrials will be classified with regard to the owner’s 
reasons for incorporation. 


A man may sell his business to a corporation in return for 
its common and preferred stock, so as to sell the preferred stock 
and obtain an equivalent of his invested capital to be put in 
other ventures. It is to be assumed that his business has only 
current liabilities; in other words, he has built it up slowly 
without the use of any large amount of borrowed capital. The 
prospectus of such a company would contain a balance sheet 
with liabilities consisting of preferred stock, common stock and 
a small amount of current liabilities. These current liabilities 
should not be used to conceal four-year or five-year notes. On 
the assets side the tangible assets should be carefully separated 
from the goodwill, and the quick assets should be easily dis- 
tinguished from those assets which could not be so readily liqui- 
dated. A very conservative flotation was that of Studebaker in 
1911—the preferred stock was covered not only by the physical 
assets, but by the net quick assets. This was apparent in the 
balance sheet of the original prospectus, but it was not empha- 
sized by the accountants quite so skillfully as it might have been. 


A common motive of the owner is the acquisition of working 
capital for his business. In such a case he sells his business to 
the corporation for a part of the total issue of preferred. and 
common stock. The remaining part of the stock is sold by the 
corporation to obtain cash for new working capital. Some pros- 
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pectuses announce as the purpose of the issue the acquisition of 
working capital for expansion, whereas the money obtained is 
to be used to pay off large notes held by the banks. True, such a 
procedure increases the company’s credit at the banks and creates 
the possibility of future expansion. However, the statement of 
the prospectus seems a gross misrepresentation, and one which 
accountants should deprecate. 


If a corporation had for one of its raisons d’étre the sale of 
preferred stock for working capital, the actual transaction ante- 
dated the balance sheet. In other words, the new capital is repre- 
sented as a part of the assets. A part of this new capital may 
have already been used for improvements. Nevertheless, it 
seems clear that the original balance sheet should show plainly 
how much new capital was obtained and where that capital is 
employed, whether in the cash drawer or in real estate, etc. It 
is a matter of some importance that investors, who notice the 
marked increase of profits after incorporation, should realize 
that the additional capital and not any phenomenal progress is 
the real cause. If the new money has not been expended for 
improvements, it should appear under the item “cash.” Other- 
wise the balance sheet should show clearly under each item of the 
assets the exact amount attributable to the new capital. 


If a business issues stock so as to pay its debts the prospectus 
should make no effort to conceal this fact. When a company 
was incorporated about six million dollars was returned by the 
original owners to the corporation so that it could thereby cancel 
certain liabilities. The owners received notes, and these appear 
on the balance sheet under “bills payable.” (This item should 
have been “notes payable” and should not have come under 
“current liabilities.”) However, by a certain simple kind of 
manipulation the accountant can conceal from the investor the 
fact that his money is to be used to pay the company’s debts, If 
a man has a business worth two million dollars, a million and 
a half of which he has borrowed, he might sell his business to 
the corporation for a half million preferred stock and about five 
million common stock. If two balance sheets, one before and 
one after incorporation, were assumed, they would be as follows: 
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I. 
Assets Liabilities 
Real estate, inven- Capital, $500,000 
tories, etc., $2,000,000 Notes payable, 1,500,000 
Total, $2,000,000 Total, $2,000,000 
II. 
Assets Liabilities 
Real estate, inven- 
tories, etc., $2,000,000 Preferred stock, $2,000,000 
Goodwill, 5,000,000 Common stock, 5,000,000 
Total, $7,000,000 Total, $7,000,000 


[Inasmuch as the investor sees only the second of these state- 
ments, he would never suspect the real state of affairs. 

Another kind of balance sheet found in the prospectuses of 
some industrials lends itself to the same kind of concealment. 
First, the actual assets are given on one line. Underneath are 
placed the liabilities to be subtracted therefrom. In this case, of 
course, these would be negligible inasmuch as this statement 
represents a time after the cancellation of practically all of the 
indebtedness. The surplus of assets over liabilities would be the 
difference of these items. All this could be presented without 
a word as to the huge liability of the company before incor- 
poration. 

It might be said that all this would be a matter of no impor- 
tance to the investor. However, if he were making a choice of 
two industrials he would undoubtedly prefer the one that had 
been built up slowly and conservatively to the other that had been 
started off in a grand style on a large amount of borrowed capital. 
Furthermore, if the profits given for the period before incorpora- 
tion were gross profits, from which no interest charges had been 
deducted, they would seem unwarrantably large; if it were net 
profits that the prospectus gave the increase after incorporation 
would be inordinately great. 
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Finally, it seems clear that the purpose of the issue should be 
set forth in the text, and that all the necessary information should 
be obtainable from the figures presented. It is the accountant’s 
privilege and duty to afford publicity in all these matters. If he 
fails he may find that what was once merely a moral obligation 
may develop into a legal one. 


f. 








System of Accounts for Country Clubs 
By Epwarp T. Kracna. 
PURPOSE 


One object of this outline is to promote uniformity in club 
accounting. Another is to present a structure of accounts that 
will best report the cost of construction and operation. In pre- 
paring the outline, which adheres to established accounting prin- 
ciples, the opportunity was given to review the annual reports of 
some twenty country clubs near Chicago. From these reports 
data peculiar to club operation were gathered and interwoven 
in the outline. A country club, while organized for pleasure and 
recreative purposes, is nevertheless a business venture, because of 
the large capital investment usually made and the annual turnover 
of thousands of dollars. Moreover many of the clubs carry 
interest bearing indebtedness in the form of bonds and notes, and 
the facility with which these securities are floated and retired 
depends in a measure on efficiency in handling the finances. 
Economical operation is a prerequisite to the success of most 
undertakings and clubs are not an exception. An adequate 
accounting system is a big step toward realizing efficient admin- 
istration. 


One index of the efficiency of a business organization is 
obtained in a comparison of its accounting results with those of 
other concerns operating in similar fields. This is also productive 
of results for country clubs. The comparisons can be greatly 
facilitated if the accounting is done on uniform lines. 


Refinements in the club accounting can be carried to any 
desired degree. The outline has been drawn with this adapt- 
ability in mind. The accounts required to be kept to preserve 
the idea of uniformity have been shown in italic type. Suggested 
refinements have been indicated in the subject-matter and in the 
optional sub-accounts. Figures required for the balance sheet 
accounts, and not procurable from existing records may be pro- 
duced by inventory in some cases and by estimation in others. 


270 








System of Accounts for Country Clubs 


List OF THE ACCOUNTS 


Organization and promotion 
Land 

Buildings 

Furnishings 

Ground improvements 
Water plant 

Machinery and other equipment 
Investments 

Other miscellaneous assets 
Accounts and bills receivable 
Inventories 

Prepayments 

Cash and deposits 


Liabilities 


Membership 

Bonded debt 

Notes and mortgages payable 
Accounts payable 

Accrued liabilities 

Unearned revenue 

Reserves 

Surplus 


Revenues 


Dues 

Transfer and other fees 
Guest privileges 

Interest and dividends earned 
Miscellaneous 


Expenses 


Administration 

Club housé 

Maintenance of grounds 
Entertainment 

Professional and caddy services 
Insurance 

Taxes 

Miscellaneous 
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Deductions from income 

Interest 

Rent 

Remodelling and rearrangement 

Appropriations 
Departmental accounts 

Restaurant 

Grill and buffet 

Cigars 

Lockers 

Transportation 

Rooms and cottages 

Other departmental accounts 


THE ASSETS 
The assets are embraced in thirteen accounts. 


Organization and promotion 

Charge to this account the expense of recording documents, 
fees of trustees, legal fees, printing, preliminary surveying, 
interest, insurance and taxes during the construction period, 
unexercised options on property, and all other expenses incident 
to organization which are not properly chargeable to expense. 
Land 

This account should include the cost of all land acquired by 
the club, irrespective of the use to which it is put. It will also 
include incidental costs of examination, registration of title, 
preliminary options, etc. Do not include in this account any 
costs of improving the grounds. 
Buildings 

In this account should be included the actual cost of all build- 
ings, including the cost of all permanent fixtures, as water, steam 
and gas pipes, wiring, boilers and heating apparatus, etc. 


Optional sub-accounts 


Club house Auto sheds 
Dormitory Garages 
Caddy house Cottages 
Tool sheds Boat houses 
Barns Etc. 
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Furnishings 

For purposes of determining amounts to be appropriated for 
depreciation on each class of equipment, it is advisable to main- 
tain at least four sub-accounts, respectively : 


Kitchen and dining room equipment and fixtures. 

This sub-account shall include the cost of stoves, ranges, 
refrigerators, tables and utensils in the kitchen, and chairs, tables, 
fixtures, etc., in the dining room and grills. 


Lockers. 

Charge to this sub-account the cost of lockers and furnish- 
ings, such as mirrors, combs, brushes, etc., used in the locker 
room, except towels. 

Furniture and fixtures. 

This account shall record the cost of the furnishings in the 
various buildings, consisting of chairs, tables, pianos, curtains, 
bric-a-brac, fixtures, mirrors, statuary, draperies, carpets, etc. 

China, glassware, linen and silverware. 

In this sub-account shall be carried the cost of china, glass- 
ware, silverware and linen used in the dining room, grills and 
bars, also the towels used in the locker room. 


Ground improvements 

Charge to this account the cost of improving the grounds 
suitable for golf and other activities. This will include labor 
and expenses of employees engaged in this work, cost of 
materials, supplies, etc. 


Optional sub-accounts 
Grounds in general 

Superintendence 
Seeding 
Landscaping 
Roadways 
Fences ' 
Bridges 
Walks 
Drainage 
Entrance 
Shrubbery 
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Golf course 
Architect’s fees 
Seeding 
Tees 
Courses 
Bunkers 
Traps 
Putting greens 
Etc. 

Tennis courts 

Playgrounds 

Polo 

Trapshooting 

Etc. 


Water plant 
Charge to this account expenditures for labor and materials 
used in building storage tanks, installing pumping machinery, 
drilling wells, laying pipe, etc. 
Optional sub-accounts 
Pump houses 
Machinery 
Storage tanks 
Mains 
Distributing system 
Machinery and other equipment 


Include under this account the cost of mowing machines, 
horses, wagons and all small tools and implements used in 
improving and maintaining the grounds. This account can also 
be conveniently used for all clubs having investments of peculiar 
nature, such as the following: live stock, sewage purification 
plants, gas plants, railways, liveries, busses, carriages, electric 
charging equipment, etc. 

Optional sub-accounts 
Tools and machinery for improving and maintaining 
Live stock 
Sewage purification plants 
Water purification plants 
Gas plants 
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Fuel 
Railways 
Liveries 
Busses 
Carriages 
Electric charging equipment 
Etc. 


Investments 

Include in this account the cost of stocks, bonds, or other long 
term securities purchased with surplus cash and held as invest- 
ments. It may include stocks or bonds of other country clubs, 
or any other securities that are not specifically held for some 
purpose, as sinking fund, etc. If any of the stocks or bonds 
issued by the club are later re-acquired, and it is desired to hold 
them in the treasury, this account may be charged. 


Other miscellaneous assets 


Charge to this account the cost of securities held for 
purpose of redeeming outstanding liabilities required by the by- 
laws. Also cash on deposit in banks, and held for similar 


purposes. 
Accounts and bills receivable 


This account should include amounts due the club from mem- 
bers for dues and tickets, notes receivable taken on open accounts, 
and all other receivable items. Amounts advanced to employees 
for payrolls and petty expenses should be carried in this account. 

Optional sub-accounts 
Interest receivable 
Members’ ledger 
Notes receivable 
Advances to employees (itemized) 


Etc. 


Inventories 

This account will include the cost of supplies on hand at the 
date of the balance sheet. Where monthly statements of profit 
and loss are made of the various departmental activities, it will 
be necessary to make inventories of the supplies on hand. 
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Optional sub-accounts 
Wines 
Cigars 
Cards 
Fodder 
Ete. 
Prizes 
Groceries 
Canned goods 
3ottled goods 
Trapshooting supplies 
Ete. 
Prepayments 
Under this account include insurance, rent and other items 
paid in advance of the period to which they apply. Monthly 
transfers should be made transferring the proper proportion each 
month to expense. 
Optional sub-accounts 
Insurance 
Rents 
Cash and deposits 
Charge to this account all cash on hand at the club and on 
deposit in bank. If more than one depository, separate sub- 
accounts should be kept for each. 
THE LIABILITIES 
The liabilities are embraced in eight accounts. 
Membership 
Credit to this account the par value of membership issued. 
Premiums realized from the sale of memberships may be credited 
to this account, although it is found in most cases that any trans- 
actions involving premiums are between members and will not 
be recorded on the books of the club. 
Optional sub-accounts 
Membership 
Life 
Regular 
Etc. 
Premiums 
Special assessments 
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Bonded debt 


Credit to this account the amount of bends issued and out- 
standing at the date of the balance sheet. 


Optional sub-accounts 
For each separate issue of bonds 


Notes and mortgages payable 


Credit to this account all demand and time notes and mort- 
gages issued by the club. 
Optional sub-accounts 
Demand notes 
Time notes 
Mortgages s 


Accounts payable 


Credit to this account all amounts owing to sundry creditors 
on open accounts. 
Optional sub-accounts 
Wages unpaid 
Audited invoices 
Golf professional 
Caddies 
Etc. 


Accrued liabilities 
Credit to this account periodically the amounts of interest 
accruing on bonds and other evidences of indebtedness, taxes and 
other items paid in arrears of the period to which they apply. 
Optional sub-accounts 

Interest accrued 

Taxes accrued 

Rents accrued 

Ete. 


Unearned revenue 

Credit to this account temporarily any amounts of revenue 
received in advance of the period to which they are properly 
creditable. These will be in most cases items to be earned in suc- 
ceeding seasons, 
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Optional sub-accounts 
Unearned dues 
Unearned locker rentals 


Etc. 


Reserves 


Credit to this account the amount of the various reserves set 
up to provide for obligations due in the future as reservations 
for sinking funds, caddy badge deposits or depreciation. 


Optional sub-accounts 
Caddy badges 
Sinking funds (various) 
Depreciation. (See note below.) 

NOTE: Depreciation has not been given much attention by the clubs in the 
accounting, and only realized depreciation has been taken care of and charged to 
the expenses of the current period. The constantly accruing depreciation in the fixed 
assets is one of the elements of expense in furnishing service and should be met by 
charges against the current income. When the time comes, as it always does, to 
make outlay for realized depreciation, the burden will not fall on present membership, 
but will have been equitably distributed. Separate sub-accounts should be maintained 


for the credits or appropriations of income and the debits or expense of realized 
depreciation. 


Surplus 


This account will represent the excess of income over 
expenditures of prior operating periods and any special additions 
to or deductions from the surplus. 

The following is a general scheme of the assets to be depre- 
ciated and the expense account to which the provision is charged. 


Asset depreciated Provision charged to depreciation 
sub-account under following 
expense or departmental accounts 


Buildings 
Club house Club house 
Employees’ quarters Club house 
Restaurant 
Grill, etc. 
Tool houses Maintenance of grounds 
Other buildings Appropriate expense or 


departmental accounts 
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Furnishings 
Furniture and fixtures Club house 
Lockers Lockers 
Kitchen and dining room Restaurant 
equipment Grill and buffet 
Glassware, silverware and Restaurant 
linen Grill and buffet 
Locker (for towels) 
| Water plant Maintenance of grounds 
Machinery and tools Maintenance of grounds 


THE REVENUES 


The revenues are included in five accounts. 


Dues 
Credit to this account the dues assessed under the by-laws to 
cover running expenses of the club. 
Optional sub-accounts 
Regular 
Lady members 
Junior 
Non-resident 
Special 
Clergy 
Associate 
Season 
Army and navy 
Subscription 
Transfer and other fees 
Credit to this account the fees assessed by the club on 
transfers of membership, initiation fees and other fees assessed, 
considered as revenue. 
Optional sub-accounts 
| Transfers 
Initiation fees 
Guest privileges 
Credit this account with amounts charged for use of the house 
or grounds by guests or members. 
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Optional sub-accounts 
House 
Golf 
Tennis 


Interest and dividends earned 

Credit to this account the interest allowed by the banks on 
funds on deposit, also interest and dividends earned on stocks 
or bonds carried as investments. 


Miscellaneous revenue 
Credit to this account all minor items of revenue not included 
in the above accounts. 


THE EXPENSES 


The expenses are divided into eight main accounts. 
Administration 
Charge to this account the cost of clerical help on books and 
accounts, office supplies and expenses, telephone, postage, print- 
ing, salaries and board of manager and assistants engaged in 
administrative duties, auditor’s fees, association dues and other 
items of similar nature. 
Optional sub-accounts 
Salaries and wages 
Board 
Supplies and materials 
Postage, printing and stationery 
Laundry 
Fuel 
Light 
Water 
Ice 
Freight and express 
Telephone and telegraph 
Sundries 
Club house 
This account should inelude wages and board of janitors, 
stewards and other help, laundry, minor repairs, decorating, fuel, 
light, power, newspapers, periodicals and similar expenses 
incurred in operating the club house. 
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Optional sub-accounts 
Salaries and wages 
Board 
Supplies and materials 
Postage, printing and stationery 
Laundry 
Fuel 
Light 
Water 
Ice 
Freight and express 
Telephone and telegraph 
Depreciation of furniture and fixtures 
Depreciation of club house 
Power 
Sundries 


Maintenance of grounds 

Charge to this account the cost of labor, superintendence, 
materials, power for water plant, etc., minor repairs to machinery, 
fertilizer, sand, gasoline and all expenses incident to the main- 
tenance of tennis courts, playgrounds, polo fields, golf course, etc. 


Optional sub-accounts 
Salaries and wages 
Board 
Supplies and materials 
Postage, printing and stationery 
Laundry 
Fuel 
Light 
Water 
Ice 
Freight and express 
Telephone and telegraph 
Depreciation of water plant 
Depreciation of machinery and toolhouses 
Power 
Sundries 

Sub-accounts may be opened to show separately the expenses 
of maintaining golf grounds, tennis courts, polo fields, etc. 
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Entertainment 
In this account include the cost of prizes, tournaments, tobog- 
gans, music and additional labor and expenses incurred on special 
occasions of entertainment. 
Optional sub-accounts 

Prizes 

Printing 

Salaries 

Music 


Sundries 


Professional and caddie services 
Charge this account with the salaries, board and expenses of 
the golf professional and the caddie master. 
Optional sub-accounts 
Professional salary 
Professional board 
Caddie master board 
Sundries 
Caddie master salary 


Insurance 
Charge this account with the periodical provision for fire, 
tornado, liability and other forms of insurance, with concurrent 
entries to the prepayments account. 
Optional sub-accounts 
Fire insurance 
Liability insurance 


Etc. 


Taxes 

Charge to this account the estimated expense for taxes during 
the accounting period, with contra entries to the taxes accrued 
account, under the accrued liabilities. 


Miscellaneous 


Charge this account with all minor items of expense not 
provided for in the above accounts. Include in this account any 
minor losses sustained in realizing on accounts receivable from 
members. 
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Depuctions From INCOME 


The foregoing revenue and expense accounts have been 
designed to care for the ordinary activities of a club and are 
fairly applicable to all clubs in general. Under deductions from 
income, it is proposed to include all items of an extraordinary 
nature that may be peculiar to any one or more clubs. The 
purpose of this segregation is to keep elements of a fluctuating 
or unusual character from the regular accounts, thus favoring 
comparisons from year to year and with other clubs. 


Interest 


Charge to this account the amount of interest accrued on 
bonds or other evidences of debt outstanding. If monthly pay- 
ments of interest are not made, this account can be charged each 
month with the proportionate amount of interest and concurrent 
credit made to the interest accrued account. 

Rent 


Charge to this account all expenses incurred for rent of land, 
buildings or items of equipment. Rent paid in advance should be 
charged to proper sub-account under prepayments, and charged 
monthly to this account on a proper basis. 


Remodelling and rearrangement 


Extraordinary remodelling of buildings, rearrangements and 
alterations of golf course and similar items, which it is desired 
be taken care of by the current year’s revenue, and neither 
capitalized nor charged to the reserve for depreciation, should 
be included in this account. 


Appropriations 

Amounts from current income transferred to reserves for 
sinking funds or to other reserves, in accordance with by-laws 
for retirement of debt, or purchase of real estate, direct extin- 


guishment of notes payable or other debt should be included 
under this account. 


DEPARTMENTAL ACCOUNTS 


These accounts are set up to register the profit or loss sus- 
tained in maintaining the various departmental activities, chief 
among which are the restaurant, bar, cigars and lockers. 
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Restaurant 


Charge to this account the wages of the chef, cooks and other 
kitchen help, waiters, waitresses and other dining room help, 
supplies, laundry, fuel and all expenses connected with operation 
of the restaurant. This account should be credited monthly and 
other proper accounts charged with the amount of board fur- 
nished to employees of other departments. Credit this account 
with receipts from members. 


Optional sub-accounts 
Debit 
Wages and salaries 
Supplies 
Postage, printing and stationery 
Laundry 
Fuel 
Light 
Water 
Ice 
Freight and express 
Telephone and telegraph 
Sundries 
Depreciation of kitchen and dining room equipment 
Depreciation of glassware, silverware and linen 
Credit 
Charges to other departments 
Charges to members 


Grill and buffet 
Charge this account with all expenses of operating the grill 
and buffet. Credit this account with receipts from members. 


Optional sub-accounts 
Debit 
Salaries and wages 
Board 
Supplies 
Postage, printing and stationery 
Laundry 
Fuel 
Light 
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Water 
Ice 
Freight and express 
Telephone and telegraph 
Sundries 
Depreciation of glassware, linen and equipment 
Credit 
Charges to members 
Cigars 
Charge this account with the proper proportion of the wages 
of the office help engaged in selling cigars, also the cost of licences 
and supplies. Credit this account with receipts from members. 
Optional sub-accounts 
Debit 
Wages 
Supplies 
Sundries 
Credit 
Charges to members 


Lockers 


Include in this account the wages of locker boy, matron, 
expense for laundering towels, fuel, soap, etc. Credit this 
account with receipts from rental of lockers. 

Optional sub-accounts 

Debit 
Salaries and wages 
Board 
Supplies 
Postage, printing and stationery 
Laundry 
Fuel 
Light 
Water 
Ice 
Freight and express 
Telephone and telegraph 
Sundries 
Depreciation of lockers, towels and minor equipment 
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Credit 
Locker rentals 
Other charges 


Transportation 


Charge this account with all the expense of furnishing trans- 
portation service, as wages of chauffeur, rent of busses, etc. 
Credit this account with amounts charged members and others 
for use of the service. 

Optional sub-accounts 
Debit 
Wages 
Board 
Supplies 
Gasoline 
Sundries 
Credit 
Charges for service 


Rooms and cottages 


Charge this account with all expense of maintaining rooms 
and cottages leased to members or others. Credit this account 
with amounts charged for this service. 

Optional sub-accounts 
Debit 
Wages 
Board 
Supplies 
Laundry 
Fuel 
Light 
Water 
Depreciation of cottages, etc. 
Sundries 
Credit 
Charges for service 


Other departmental accounts 
Sub-accounts hereunder may be opened to show the profit or 
loss on miscellaneous activities, such as tennis, club cleaning, 
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cards, polo, valet service, live stock, liveries, electric charging, 
railways, etc., and the expense of operating sewage purification 
plants, gas plants, etc. 


SUMMARY 


To arrive at the accounting results for the season, the total 
amount as shown by the accounts included under the expenses 
should be deducted from the total of the accounts included under 
the revenues. To the figure thus obtained will be added the 
aggregate profit or loss of the several departmental accounts. 
From the resulting figure will be deducted the total of the several 
accounts shown under deductions from income. The final figure 
will then indicate the amount of profit or loss to be carried to 
surplus. 

To facilitate entry in books of record, such as the ledger, 
cashbook, journal and voucher record, a coding scheme can be 
used to advantage. The following is suggested: 


100 to 199 Assets 

200 to 299 Liabilities 

300 to 399 Revenues 

400 to 499 Expenses 

500 to 599 Deductions from income 
600 to 699 Departmental accounts 
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EDITORIAL 


The Institute of Accountants in The United 
States of America 


With a deep sense of the importance of the change involved 
and with keen expectation of the benefits to accrue to the account- 
ing profession the JouRNAL oF ACCOUNTANCY records the merger 
of the American Association of Public Accountants in the Institute 
of Accountants in the United States of America. 


For some years the growth of the American Association has 
been unsatisfactory, and the loose-jointed nature of the organization 
has prevented many developments which members have recognized 
as essential to true progress. When the American Association 
was incorporated in 1887 there was little expectation that it would 
so rapidly become a national body in the true sense of the word 
and, while for some years it remained of a more or less local 
character, in 1905 by union with the federation of societies of 
accountants it took rank as a national body and as such during 
the succeeding eleven years has served a useful purpose. But it 
is always a sign of strength to recognize the presence of weakness 
when such exists, and accordingly in throwing off the old allegi- 
ance and taking on the new, the members of the American 
Association have displayed true wisdom and strength. No doubt 
there will be many changes necessary to bring about that full 
development which accountants seek, but in the constitution and 
by-laws of the Institute of Accountants we believe that the frame- 
work is erected and that the application of details may be safely 
entrusted to the future as experience may dictate. 
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The first official intimation of the need of a change was the 
report presented by the president of the association at Seattle 
in 1915 in which he drew attention to the existing conditions and 
asked for authority to appoint a committee to investigate matters 
and recommend such changes as might seem desirable. This com- 
mittee was appointed and reported to the board of trustees of 
the association at its meeting in April, 1916. The board of 
trustees ratified the proposed change and recommended to the 
American Association that it adopt the plan. 


Many of our readers are quite familiar with the causes which 
have led up to the change in organization, but these may be best 
explained by reproducing the report of the committee which gave 
consideration to the questions at issue. Under date of February 21, 
1916, the committee presented the following report to the trustees 
of the American Association of Public Accountants. We com- 
mend it to the careful consideration of all who take an interest in 
the history of accountancy and in the future of that important 
profession : 


In his annual address to the meeting of the association in Seattle 
in September last, President J. Porter Joplin called attention to the 
lack of uniformity in the standards both of preliminary education and 
professional attainments of the 39 states now having C.P.A. laws and 
emphasized the necessity for the establishment of a greater measure of 
uniformity and control. In line with this thought, he offered the sugges- 
tion that the American Association of Public Accountants might establish 
adequate standards and maintain a more satisfactory form of control, and 
he recommended that the subject be referred to a special committee for 
consideration and report. The association approved the president’s recom- 
mendation and this committee was constituted under a resolution adopted 
on September 21, 1915. 

Realizing the far-reaching importance of the matters referred to it, 
the committee promptly took up its work and, while much of it has been 
done by correspondence, the committee held on December 14, 1915, a 
meeting in New York, at -which every member was present together with 
the president and the secretary of the association. After very earnest 
consideration, it has with entire unanimity reached certain definite con- 
clusions looking toward a plan of re-organization, the features of which 
are embodied in a draft form of constitution and by-laws which are 
attached hereto and made a part of this report. 

Before passing to a consideration of the plans which this committee 
recommends, it will, we think, be profitable briefly to consider the existing 
conditions in the organization of the accountancy profession in this 
country with a view to ascertaining some of the defects for which this 
committee is charged with the duty of supplying remedies. 

Going back twenty years, accountancy, which in this country had then 
acquired an unimportant place, had its activities confined for the most part 
to a few leading centres of population and was carried on by individuals 
and small partnerships. The idea of a national organization controlling 


289 








The Journal of Accountancy 


the profession from within was in the minds of the founders of the 
American Association of Public Accountants in 1887, but was soon in 
large measure discarded by the leaders of the profession for a form of 
state organization; and in New York, Pennsylvania and Illinois efforts 
were put forth almost simultaneously for what has become known as 
C.P.A. legislation. For years thereafter the whole thought of the pro- 
fession was centered on state regulation, although some hopes were enter- 
tained by a few that national regulation of the profession might be secured 
by congressional action substantially similar to that of the states. 

At the outset it was found impracticable to have uniformity in these 
state laws; the administration of the C.P.A. law in New York was vested 
in a board of regents, while in Pennsylvania it was found that no such 
educational body existed. Consequently the first attempt at legislation 
in that state aimed to have the law administered by the supreme court, 
the highest appellate judicial body of the state. Although the chief justice 
of the supreme court signified his willingness to have the law take the 
form proposed, the first bill introduced into the legislature was killed in 
committee because it was said the supreme court feature made it uncon- 
stitutional. It was after this first defeat that the plan of a board of 
examiners, appointed by the governor and reporting to him, was devised. 

Thus the first two C.P.A. laws contained radical differences and all 
the subsequent laws can be grouped accordingly into two main classes— 
in the first of which the administration of the law is vested in the educa- 
tional side of the state government and the others in the executive branch. 
The first group consists of the laws in New York, Illinois, Kansas and 
Montana, while those of all the other states are found within what may 
be termed the state board group. For some years the growth of state 
legislation, as well as the administration thereof, proceeded with a reason- 
able degree of satisfaction, although as early as 1904, at the congress of 
accountants held in St. Louis, it was pointed out that some serious defects 
in the C.P.A. laws had already been disclosed, one of which was the 
limitation upon the holder of a C.P.A. certificate of one state practising 
as such in another state. 


It was proposed as early as 1903 to remedy this apparent defect by 
legislation providing for reciprocity, and many of the state laws enacted 
since then contain a clause providing for the issuance of certificates to 
certified public accountants of other states under certain limitations, and 
one or two of the earlier laws have been amended with a similar end in 
view. Because of the restrictive features of the state laws many account- 
ants are, however, yet unable to place themselves under the control of 
the professional legislation in the state or states in which they may be 
doing business. For instance, in Massachusetts certificates may be issued 
only to residents of that state; consequently a firm having a partner 
resident in another state is debarred by the statute from practising as 
certified public accountants in Massachusetts. Similar illustrations will 
readily occur to every accountant. ; 

In nearly every state in which C.P.A legislation is in force conditions 
are found which effectively prevent certain accountants, some of whom 
are members of the association, from securing certificates; while in other 
places unreasonable burdens are placed upon those attempting to comply 
with the law. It is, therefore, not surprising to find that a considerable 
part of the accountancy practice of the country is conducted by members 
of the association who do not in all states at least practise as certified 
public accountants. Experience seems to have demonstrated that it is 
impracticable to secure by legislation adequate reciprocity between states, 
and therefore the hopes once entertained that the title certified public 
accountant would become the recognized designation of the practising 
accountant in this country must fail of anything like complete realization. 
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Had uniform standards of preliminary education and technical quali- 
fications been imposed upon all applicants in every state having a C.P.A. 
law, there would have been reason for putting forth earnest efforts to 
remove the unnecessary and burdensome limitations upon accountants 
practising in states other than those in which they originally obtained their 
certificates. Unfortunately, there has been a very wide range in standards 
both as to preliminary education and as to professional training. In some 
states they have been high, if indeed they may not have been too high or 
at least too technical. On the other hand, provision has been made in the 
laws of other states which have allowed the issuance of certificates to men 
with little to commend them beyond their ability to pay the required fee. 


The committee on state legislation in its last report states that “Geor- 
gia, Indiana, Maine, Maryland, Nevada, North Dakota, Oregon, Rhode 
Island, South Carolina, West Virginia and Wisconsin do not require 
either by statute or by rule of the board (as far as now ascertained) that 
an applicant for the C.P.A. degree shall have any preliminary education 
or experience and practice in accounting. ... There is no requirement 
for any professional qualification or experience on the part of applicants 
in Illinois, Vermont and Washington.” 

The same committee, in its report in April, 1915, pointed out that the 
C.P.A. law of Indiana, then recently enacted, provided that the exam- 
ining board was to be composed of the state examiner and two deputy 
examiners of the state board of inspection and supervision of public 
officers, and that this board, composed of men who are not public account- 
ants, was authorized to waive the examination of and to issue a certificate 
to any citizen of the state who at some time prior to the passage of the 
act had practised in the state for three years as professional accountant 
or auditor. The only limitation placed upon this broad power was that the 
applicant must be of good moral character and apply for a certificate 
within ninety days after the organization of the board. As a matter of 
record, it may be added that under this waiver clause, according to the 
last report, 211 C.P.A. certificates have been issued and the practice quali- 
fication has been interpreted to mean bookkeeping. 

In view of the foregoing conditions, the committee on state legislation 
has recommended and the association has decided to refuse to accept 
as satisfactory for its purposes the C.P.A. laws of Indiana, South 
Carolina, Maine, Nebraska, Nevada, North Dakota, West Virginia and 
Wisconsin. Similar action was taken in respect of Connecticut upon the 
ground that the legislature of that state last year passed a bill providing 
for the issuance to a person designated by name of a certificate without 
examination. Thus at the present time, while we have C.P.A. laws in 39 
states, 9 of them are unsatisfactory to the American Association and the 
possession of a C.P.A: certificate issued by any one of these states will 
not be accepted by it as an adequate credential for membership. 

As the possession of a C.P.A. certificate becomes more valuable, we 
must expect that efforts (too often successful) will be put forth by 
persons, singly or in organized groups, for legislation lowering the stan- 
dards of education or training, or perhaps both, so that certificates may be 
supplied to those who could not secure them through the already provided 
channels. As noted above, a single individual secured such a law in 
Connecticut and during the past year the Wisconsin law was amended 
by the introduction of several provisions which are of somewhat doubtful 
merit. In Pennsylvania a small group succeeded in amending the law, 
and, while the amendments are perhaps not highly objectionable, the fact 
remains that the amending bill reached the governor before its existence 
was known outside of an extremely limited circle. Furthermore, a recom- 
mendation has been made by the economy and efficiency commission of 
Pennsylvania recommending that the board of examiners of public 
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accountants, with similar examining boards for other professions, be 
abolished and their functions taken over by a department known as civil 
service and board of examiners. 


In view of the foregoing, the conclusion is, we think, unavoidable that 
in some states the title certified public accountant is of low repute and, 
even if the impossible were to happen and corrective measures were at 
once adopted in those states, many years would pass before the title could 
command the respect of the business community. It is also apparent that 
in states already maintaining reasonably high standards there can be no 
assurance of their continuance because of the comparative ease with which 
amendments, void of merit, can be secured. Members of the legislature 
have little time to consider what seem to them unimportant bills and 
their sympathy is readily aroused by the complaint of unfair treatment 
of applicants by boards of examiners and by the alleged hardships placed 
upon worthy men by a law whose waiver clause is no longer open. 

It is not to be inferred, of course, that these state laws are held to be 
of no value; on the contrary, they undoubtedly have a substantial value 
in every state where proper standards have been maintained, and the 
efforts put forth by accountants to secure the passage of such laws have 
been distinctly worth while. But, having regard to the future and the 
larger development of the profession which we believe must come with 
it, these state laws standing alone are inadequate. Where good laws have 
been obtained and are being properly administered, they should be actively 
continued. In states where laws are defective suitable amendments should 
be secured, and when the administration of the law is at fault, the national 
organization, and particularly those members of it residing in the state 
or states affected, should earnestly endeavor to correct the evils. All 
these things should be done; but beyond that recognition must be given 
to the fact that accountancy, as it now is and as it must be practised in 
the future, is not confined by state boundaries, but is essentially inter-state. 

What then is needed is some form of yard stick which can be applied 
fairly to accountants in every part of the country and which will indicate 
to the business public in every state that the accountant who has been 
measured by it has at least attained to a reasonable minimum in prelim- 
inary education and professional training and that subsequently to his 
admission he has conducted himself as an honorable member of the pro- 
fession. The business public demands rightfully that upon entering the 
profession an accountant should have a sound education and should be 
adequately trained to discharge the usual and ordinary duties of the pro- 
fession, and that his continued membership in the national body of 
accountants must be accepted as evidence that he has conducted himself 
with reasonable regard to his obligations as a professional man. 

The reorganization of the American Association some ten years ago 
proceeded upon the theory that the C.P.A. laws of the several states 
would establish reasonably satisfactory standards and that through them 
a control of the profession would be effected. The association has been 
largely dependent, therefore, upon these laws, although it has supple- 
mented them by inserting in its constitution and by-laws certain practice 
requirements which must be met by candidates for admission. The 
membership of the association is, moreover, composed mainly of the so- 
called society members and for some years the growth of the association 
has been in this class of membership exclusively. Consequently, as the 
association has no direct control over the admission of members by the 
state societies, it is not only limited to a consideration of applicants 
approved by the state societies, but is placed under some embarrassment 
in rejecting candidates who have been approved by their respective state 
societies. 


While the membership committee of the American Association has 
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discharged its duties with a high degree of care and a keen sense of its 
responsibilities, it remains that this committee cannot undertake to conduct 
formal examinations or otherwise to satisfy itself, from first hand evi- 
dence, of the qualifications of the applicants whom it recommends. Thus, 
admission to membership in the American Association is based not upon 
a uniform standard, but upon 30 sets of standards, no two of which are 
altogether alike and some of which are lower than others. Moreover, as 
already stated, the association declines to recognize nine other sets of 
standards because they do not measure up to the lowest of the 30 accepted 
standards. Incidentally, there is excluded from membership in the asso- 
ciation a number of reputable practitioners who for one reason or other 
are unable to meet the requirements of the C.P.A. laws or, by reason of 
the provisions imposed by these laws, are discouraged from attempting 
to secure certificates. 


The history of the American Association during recent years has been 
marked by two highly unsatisfactory features. The first is the slowness 
of the growth in membership. In this country accountancy ought to go 
forward by leaps and bounds; in volume of business and in the importance 
of its work it has made rapid progress; but this progress is not fairly 
reflected in the membership list of the association. This list now num- 
bers all told 1,006 (excluding honorary members) and five years ago the 
corresponding figures were 871, or a net increase of only 135, and, of 
this, 44 represent additions through new societies, leaving 89 as the net 
increase through societies within the membership of the association as it 
stood five years ago. Furthermore, during the past year there was an 
actual decrease in total membership. 


The second matter to which reference has just been made is the lack of 
proper discipline. Fortunately, cases calling for disciplinary measures 
have been few, but in those that have arisen the association has been 
unable to act effectively and offenders have gone free, because it has been 
held generally that action must be taken, if at all, by the state society. 


A further point of somewhat serious moment has been developed in 
our study of the defects in the present form of organization. The 
American Association was chartered in 1887 by the state of New York 
and was organized as a body composed of individual members, but in 
1905 the constitution and by-laws were so changed as to provide for 
representation of society membership to be effected through duly elected 
delegates. The membership corporation law of New York, however, pro- 
vides that a corporation voting by delegates must have a minimum 
membership of five thousand, and it therefore appears that since the 
revision of the constitution and by-laws in 1905 a fundamental legal 
defect has existed in the organization of the American Association. While 
so far as the past is concerned the association has acted in good faith 
and may, we think, feel reasonably assured that no serious embarrassment 
will result from what has occurred, it is obvious that a knowledge of so 
serious a defect places upon us an imperative obligation to remedy it 
without unnecessary delay. 

Thus the conditions of to-day. Let us turn to a consideration of some 
things that can be done for the future. 

To foster the growth of the profession in numbers and influence and 
to promote and conserve the interests of the business public it is 
suggested that the profession, as represented by its national organization, 
should assume more directly the establishment of uniform standards of 
admission to and the maintenance of conditions for membership in the 
organized body of the profession. In doing this we shall be following the 
example of the other more newly organized professions, such as archi- 
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tecture and engineering, which like our own do not possess and are 
unlikely to possess the right of exclusive practice in their respective fields. 
Also in suggesting this step, we are merely returning to the original 
underlying idea of our association as established in 1887. 

Properly to discharge the duties suggested above the association should 
be truly national in its scope and preferably it should have a national 
charter. Such a charter can, however, only be secured through 
congress, and it is unlikely that we could secure any form of a national 
charter that would not put the control of the organization created there- 
under into the hands of some governmental department or bureau, in 
which event conditions would be made worse rather than better. The 
laws of the District of Columbia, however, provide for the incorporation 
of educational and scientific bodies in a manner that would seem to meet 
the requirements of our asscciation satisfactorily and would also tend 
to stimulate a sense of pride in a truly national organization. It is, 
therefore, suggested that it would be well to incorporate under the laws 
of the District of Columbia (an extract from which is attached hereto) 
and to transfer to the new corporation the entire membership of the 
American Association of Public Accountants. 

In forming a new corporation it would, in our judgment, be well to 
change the name to the /nstitute of Accountants in the United States of 
America. The name “institute” has a dignity and educational significance 
which the more general name “association” does not seem to possess, and 
the term “public accountant” is at best somewhat awkward. Moreover, 
it is submitted that the term “accountant” is being more and more 
restricted in the public mind to those in public practice, so that this 
shorter and more euphonious name might now, we believe, be safely 
adopted. By adding the words “in the United States of America” it will 
be shown that the organization is a distinctly national one, whereas the 
word “American” is used perhaps quite as often by purely local organi- 
zations or institutions as it is for truly national entities. The organization 
would, we think, soon become popularly known as the Institute of 
Accountants while, of course, for purposes of legal or other exact descrip- 
tion the full title would be used. 


The question at once arises as to what title and designating initials 
should be conferred upon members of the institute. In this country 
accountants are known without clear distinction by the public as certified 
public accountants or chartered accountants, and too often we hear 
accounting firms spoken of as auditing companies There is thus a con- 
fusion of terms already existing and it is doubtful if it would be wise to 
attempt now to inject into the situation a new form of title, even could a 
suitable one be suggested. As already stated, within certain limitations 
the title certified public accountant has real merit and will continue to be 
valued by its possessors and by the business public; and, in so far as the 
C.P.A. title is established, a new title would be largely a matter of 
duplication. : 

Real control of the profession by a national organization is of much 
more vital moment to the business public and to the profession alike than 
any mere outward designation, and, for the present at least, it would, we 
think, be wise to follow the example of such organizations as the Amer- 
ican Institute of Electrical Engineers and other similar bodies and provide 
that members should be authorized to state that they are members of the 
institute or possibly to use an abbreviation indicating their grade of 
membership followed by the initials of the national organization. 

With the foregoing in mind, your committee has developed a plan for 
an organization which, as already stated, it has expressed in the form of 
a draft constitution and by-laws and, in order that each member of the 
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board may have ample time carefully to study the proposed plan, this 
report, in accordance with the instructions of the executive committee, 
is to be sent to each member of the board of trustees in advance of the 
semi-annual meeting. 

Briefly, the. plan contemplates : 


(1) an organization embracing within its membership all 
of the reputable practising public accountants in the United 
States ; 

(2) that membership therein shall be individual rather 
than through other societies; 

(3) that the institute, through its board of examiners, 
shall examine every applicant for membership, that such 
examinations shall be adapted to the needs of the profession 
and be held at such places throughout the country as will rea- 
sonably meet the convenience of applicants; 

(4) that by virtue of the maintenance of uniform and 
reasonably high standards a helpful influence will be exerted 
by the institute upon accountancy education; 

(5) that the profession of the entire country will be repre- 
sented by a national organization which will be not only 
responsive to the best thought of the profession, but will also 
be capable of maintaining its dignity and honor; 

(6) that through the maintenance of proper standards of 
admission to and continuance in membership a substantial 
recognition of the profession can be secured from govern- 
mental and trade bodies. 


While the proposed plan may appear like a radical departure from 
precedent, it is in reality a return to first principles and conforms closely 
in its fundamental features to the form of national organization main- 
tained by the other professions of this country. It is realized, of course, 
that permanent results can be reached only through a process of develop- 
ment, but it is the conviction of your committee that substantial benefits 
can be secured speedily through the adoption of some plan that will 
provide for a truly national organization within the absolute control of 
the profession. 

The committee does not flatter itself with the belief that the plan which 
it now poppers is the last word to be said upon the subject, but it has 
approached the problem seriously and believes that the plan contains most 
of the essential features which are required in a national organization for 
our profession. Experience as always will demonstrate the need for 
changes in minor matters, but it is the hope of the committee that each 
member of the board of trustees will view the proposed plan as a whole 
so that assurance may be given that no important omission or defect has 
passed undetected, and, perhaps, if this assurance can be given, questions 
of mere detail and phraseology can be deferred advantageously until they 
can be settled in the light of experience. 
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ANNUAL MEETING 


The annual meeting of the American Association of Public Accountants 
was held at the Waldorf-Astoria, New York, beginning September 19, 
1916. The attendance of members was larger than usual, and all state 
societies were represented with the exception of Montana, Arkansas and 
Florida, the two latter being new societies admitted at the meeting. 

At the meeting of trustees of the American Association on September 
18, 1916, the reperts of officers and committees were received and ordered 
printed in the year-book. The following members were elected: 





Arkansas Society of C.P.A.’s: 
Fellows: 

Frank Wittenberg, C. P. A. 
Charles H. Orto, C.P.A. 
J. E. Trawick, C.P.A. 
H. W. Hennegin, C.P.A. 
Guy C. Philips, C.PA. 
W. T. Reynolds, C.P.A. 
R. F. Grover, C.P.A. 
Victor E. Buron, C.P.A. 


California State Society of C.P.A.’s: 
Fellows: 

A. E. Hamilton, C.P.A. 
H. S. Patterson, C.P.A. (subject to evidence of practice) 
George E. H. Satchell, C.P.A. 
Walter Hood, C.P.A. 
Addison G. Strong, C.P.A. 
C. E. Van Dame, C.P.A. : 





Pearce C. Davis, C.P.A. 
Colorado Society of C.P.A.’s: 
Fellows: | 
Clarence F. Helwig, C.P.A. 


J. Gordon Hill, C.P.A. 

Albert E. Keller, C.P.A. | 
Associates : 

Ralph B. Mayo, C.P.A. 

F. D. Stackhouse, C.P.A. 

Roy B. Kester, C.P.A. (reinstated) 

Reginald Thomas, C.P.A. (reinstated) 

E. A. Whitney, C.P.A. (reinstated) 
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Florida Society of C.P.A.’s: 
Fellows: 
Walter Mucklow, C.P.A. 
John A. Hansbrough, C.P.A. 
Russell W. Bennett, C.P.A. 


Francis W. Williams, C.P.A. 


George H. Ford, C.P.A. 
Thomas Ray, Jr., C.P.A. 
T. H. Winter, C.P.A. 
Edgar I. Matthews, C.P.A. 
Georgia Society of C.P.A.’s: 
Fellow: 


James L. Respess, C.P.A. (advanced from associate) 


Illinois Society of C.P.A.’s: 
Fellows: 

W. G. Adkins, C.P.A. 
L. E. Ashman, C.P.A. 
G. E. Anderson, C.P.A. 
C. R. Burt, C.P.A. 
Harry Boyack, C.P.A. 
J. H. Bliss, C.P.A. 
Herbert Brooke, C.P.A. 
Grant Chandler, C.P.A. 
Alexander Johnson, C.P.A. 
E. H. Harrison, C.P.A. 


George E. Hutchison, C.P.A. 


J. H. Gielen, C.P.A. 
E. L. Kohler, C.P.A. 
Robert W. Martin, C.P.A. 
Edward B. McGuinn, C.P.A. 
D. D. F. Mackenzie, C.P.A. 
Horace Manning, C.P.A. ° 
S. W. Park, C.P.A. 
A. L. Palmer, C.P.A. 
W. D. Webster, C.P.A. 
C. Morton Winslow, C.P.A. 
A. K. Fotheringham, C.P.A. 
R. H. Lord, C.P.A. 
Arthur Medlock, C.P.A. 
W. Pate, C.P.A. 

lewa Society of C.P.A.’s:. 

Fellows: 

Jacob Auer, C.P.A. 
Theodore W. Betak, C.P.A. 
Arthur B. Gordon, C.P.A. 


297 





The Journal of Accountancy 


William C. Kirby, C.P.A. 
Joseph J. Mitchell, C.P.A. 
Orrin A. Redman, C.P.A. 
Rufus Ricker, C.P.A. 

Charles B. Tompkins, C.P.A. 


Kentucky Society of P.A.’s: 
Fellows: 


W. S. Parker (reinstated) 
W. J. Ryans (advanced from associate) 


Louisiana Society of C.P.A.’s: 
Fellows: 


A. J. Derbes, C.P.A. 

R. J. Derbes, Jr., C.P.A. 

Emile Bienvenu, C.P.A. 

Max Hermann, C.P.A. 

Elkin Moses, C.P.A. 

August Salaun, Jr., C.P.A. 

C. C. Sandoz, C.P.A. 

Joseph J. Skinner, C.P.A. 

George A. Treadwell, C.P.A. 
Charles E. Wermuth, C.P.A. 

Archie M. Smith, C.P.A. (advanced from associate) 
H. M. Halliday, C.P.A. (reinstated) 


Maryland Association of C.P.A.’s: 
Fellow: 
William H. Bell, C.P.A. 
C.P.A.’s of Massachusetts, Inc.: 
Fellows: 


Charles C. Baron, C.P.A. 
Winthrop L. Carpenter, C.P.A. 
Frederick B. Cherrington, C.P.A. 
Pitt W. Danforth, C.P.A. 
Ernest H. Griswold, C.P.A. 
Herbert E. Jacobs, C.P.A. 

G. Wilson MacDow, C.P.A. 
Herbert C. Merrill, C.P.A. 

A. J. Moyer, Jr., C.P.A. 
Edgar J. Mills Price, C.P.A. 
Dale M. Spark, C.P.A. 

C. T. Rittenhouse, C.P.A. 

W. Horace Workman, C.P.A. 


Associates : 


Charles H. Cornell, C.P.A. 
William J. Magee, C.P.A. 
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Minnesota Society of P.A.’s: 
Fellows: 


Alexander H. Merriles, C.P.A. 
Walter W. Zuehlke, C.P.A. (advanced from associate) 


Missouri Society of C.P.A.’s: 
Fellows: 


William E. Baird, C.P.A. 
J. T. Cook, C.P.A. 
George E. Dell, C.P.A. 
H. S. Gilliam, C.P.A. 
James Myles, Jr., C.P.A. 
J. H. O’Connell, C.P.A. 
August J. Saxer, C.P.A. 
E. S. Williams, C.P.A. 
J. D. Buckingham, C.P.A. 
F. M. Weaver, C.P.A. 
C. B. Holloway, C.P.A. 


Association of C.P.A.’s of Montana: 
Fellow: 


Ernest E. Murray, C.P.A. 


New Jersey Society of C.P.A.’s: 
Fellows: 


Charles A. Bruce, C.P.A. 
Allen H. Clarke, C.P.A. 
Viott M. Cole, C.P.A. 

M. R. Gross, C.P.A. 

Walter J. Nichols, C.P.A. 
Phillip S. Suffern, C.P.A. 
James F. Welch, C.P.A. 
Harry Braverman, C.P.A. 
Thomas J. Coughlan, C.P.A. 
Abraham H. Puder, C.P.A. 


New York State Society of C.P.A.’s: 
Fellows: 


A. J. Baxter, C.P.A. 
Francis R. Clair, C.P.A. 
Dana F. Stark, C.P.A. 
Edward B. Millar, C.P.A. 
Alexander Reinfeld, C.P.A. 
C. E. Scoville, C.P.A. 
Matthew Schulteis, C.P.A. 
Ernest N. Wood, C.P.A. 
Meredith B. Lovelace, C.P.A. 
Henry C. Cox, C.P.A. 
Theodore Wachtell, C.P.A. 
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William C. Bechert, C.P.A. 
Claude H. Griffis, C.P.A. 
Peter James Kane, C.P.A. 
George J. Strong, C.P.A. 

K. L. Baker, C.P.A. 
Thomas F. Conroy, C.P.A. 
George M. Reuck, C. P. A. 
Frederic Worfolk, C.P.A. 


Ohio Society of C.P.A.’s: 


Fellows: 


A. H. Brendel, C.P.A. 
H. W. Weiss, C.P.A. 

R. C. Bookwalter, C.P.A 
F. W. Throssell, C.P.A. 
A. G. Lingley, C.P.A. 


Oregon State Society of C.P.A.’s: 


Associates : 


Paul R. Chaney, C.P.A. 
E. N. Hoff, C.P.A. 


Pennsylvania Institute of C.P.A.’s: 


Fellows: 


John S. Bertolette, C.P.A. 
Arthur T. Cameron, C.P.A. 
Lewis Paul Collins, C.P.A. 
William Mills Corliss, C.P.A. 
Walter S. Gee, C.P.A. 
Benjamin Goldenberg, C.P.A. | 
Harry M. Hebrank, C.P.A 
George W. Kennedy, C.P.A. 
James D. Latimer, C.P.A. 
Joseph Ludwig, C.P.A. 
Sigmund J. Marx, C.P.A. 
Franklin K. Moyer, C.P.A. 
Esler D. Schafer, C.P.A. 
George Schectman, C.P.A. 
Charles C. Sheppard, C.P.A. 
William Stanborough Sutton, C.P.A. 
Alexander H. Watt, C.P.A. 
C. Elmer Wiegner, C.P.A. 
John N. Wolfe, C.P.A. 

H. Winfield Wright, C.P.A. 
William T. S. Showacre, C.P.A. 


Tennessee Society of C.P.A.’s: 


Fellows: 


C. E. Johnston, C.P.A. 
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John S. Hampton, C.P.A. 
Oliver P. Cobb, C.P.A. (reinstated ) 
J. Roy Curtis, C.P.A. (reinstated) 


Texas Society of C. P. A.’s: 
Fellows: 
E. J. Archinard, C.P.A. 
C. M. Grider, C.P.A. 
D. H. Kernaghan, C.P.A. 
J. R. Nelson, C.P.A. 
L. B. Smith, C.P.A. 
C. S. Snyder, C.P.A. 
L. A. Williams, C.P.A. 
S. H. Williams, C.P.A. 
J. E. Hutchinson, Jr., C.P.A. (advanced from associate) 
A. G. Moss, C.P.A. (advanced from associate) 
Virginia Society of P.A.’s, Inc.: 
Fellows: 
B. A. McKinney, C.P.A. 
J. H. Wren, C.P.A. 
R. J. Walker, C.P.A. (advanced from associate) 
Associate: 
W. L. Elkins, C.P.A. 
Washington Society of C.P.A.’s: 


Associates : 
A. A. Gray, C.P.A. 
Henry F. Moore, C.P.A. 
Wisconsin Society of C.P.A.’s: 


Fellows: 
Arthur Douglas Roberts, C.P.A. 
William Sutherland, C.P.A. (advanced from associate) 

At the opening session of the meeting a welcome was extended on 
behalf of the city government by Marcus M. Marks, president of the 
borough of Manhattan. The response to the address of welcome was made 
by Edward E. Gore, C.P.A., of Chicago. A brief address was also de- 
livered by A. K. Bunnell, C. A. representative of the Dominion Associa- 
tion of Chartered Accountants. 

The president presented his report (which appears elsewhere in this 
issue of THE JouRNAL oF AccounTANCY.) The report of the trustees 
was read and received. 

The next business before the meeting was the report of the special 
committee on form of organization of association which was referred to 
the open meeting by the board of trustees. 

This committee was appointed by the president of the association fol- 
lowing the meeting in Seattle in 1915. The report of the committee was 
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presented to the board of trustees of the American Association at the 
meeting in April, 1916, and was approved with a recommendation that it 
be favorably considered by the association. 

Kor some years it had been felt that a change in the form of organi- 
zation was essential to the progress of the accounting profession and the 
object of the committee was to formulate a plan which would place the 
control of the profession in the hands of the profession and establish at 
the same time a uniformity of standard throughout the country. 

Prior to the annual meeting in 1916 there had been a general discus- 
sion of the report of the committee among state societies, and while 
many suggestions for changes were considered it was generally agreed 
that the report as it stood should be adopted and the question of amend- 
ments should be discussed later. 

When the matter was brought before the annual meeting it was felt 
that an opportunity should be given for the consideration of suggestions 
which members of .the association might wish to make as to the 
constitution and by-laws of the Institute of Accountants in the United 
States of America, and it was unanimously resolved that the report of the 
special committee on form of organization be approved and its recom- 
mendations adopted with the proviso that the operation of article VI. of 
the constitution be suspended for ninety days and that a special committee 
of fifteen members be appointed to consider such suggestions as might be 
offered by members. 

The report of the nominating committee appointed by the president of 
the American Association under instructions of the board of trustees was 
approved and recommended to the favorable consideration of the Institute 
of Accountants in the United States. It was then resolved that the 
American Association of Public Accountants adjourn, subject to the call 
of the president. 





Edward M. Smith, C.P. A. 


We regret to announce the death of Edward M. Smith, C.P.A., partner 
in the firm of Bowers, Smith and Luery. Mr. Smith was a member of 
the American Association through the Society of Certified Public Account- 
ants in the state of New Jersey. 





Arkansas State Board of Accountancy 


W. T. Reynolds, C.P.A., of Little Rock, has been appointed to the 
Arkansas state board of accountancy in place of S. A. Buchanan, whose 
term expired. 





It is announced that the arrangement formerly existing between Smith, 
Robertson and Moorhouse and C. M. Williams and Company has been 
severed. The address of C. M. Williams and Company remains 336-339 
Henry building, Seattle. Smith, Robertson and Moorhouse have opened 
offices at 533-534 Henry building, Seattle. 
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The Institute of Accountants 
In The United States of America 
ANNUAL MEETING 


The Institute of Accountants in the United States of America met on 
September 19, 1916, and elected to membership in accordance with the pro- 
visions of the constitution and by-laws of the institute all members of the 
American Association of Public Accountants in good standing on Septem- 
ber 19, 1916. The election of officers of the Institute of Accountants re- 
sulted as follows: 

President—W. Sanders Davies, C.P.A. 

Vice-Presidents—Carl H. Nau, C.P.A. 

Harvey S. Chase, C.P.A. 

Treasurer—Adam A. Ross, Jr., C.P.A. 





Members of the Council: 
For the term of five years: 
Joel Hunter, Georgia 
F. W. Lafrentz, New York 
W. R. Mackenzie, Oregon 
John B. Niven, New Jersey 
Herbert G. Stockwell, Pennsylvania 
H. Ivor Thomas, California 
Arthur Young, Illinois 
For the term of four years: 
James W. Fernley, Pennsylvania 
John F. Forbes, California 
William Paul Hilton, Virginia 
J. Porter Joplin, Illinois 
George R. Lamb, Ohio 
Elijah W. Sells, New York 
E. G. Shorrock, Washington 
For the term of three years: 
Hamilton S. Corwin, New Jersey 
Edward E. Gore, Illinois 
Bertram D. Kribben, Missouri 
| Overton S. Meldrum, Kentucky 
Waldron H. Rand, Massachusetts 
William F. Weiss, New York 
C. M. Williams, Washington 
For the term of two years: 
Harold Benington, Illinois 
J. D. M. Crockett, Missouri 
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Homer K. Jones, Tennessee 

Page Lawrence, Colorado 

F. R. Carnegie Steele, Massachusetts 

J. E. Sterrett, New York 

Edward L. Suffern, New Jersey 
For the term of one year: 

J. S. M. Goodloe, New York 

Elmer L. Hatter, Maryland 

R. C. Lloyd, Louisiana 

J. Edward Masters, Massachusetts 

Robert H. Montgomery, New York 

W. Ernest Seatree, Illinois 

Ralph D. Webb, Minnesota 


Auditors : 
C. O. Hall, Maryland 
W. H. West, New York 


The banquet of the Institute of Accountants was held at the Waldorf- 
Astoria September 21, 1916. Harvey S. Chase, toastmaster, introduced 
the Honorable Charles S. Hamlin, of the federal reserve board, as the 
principal speaker of the evening. Mr. Hamlin delivered an address on 
the subject of the federal reserve system. Speeches were also made by 
W. Sanders Davies, Robert H. Montgomery, Edward L. Suffern and 
Richard T. Lingley. An elaborate musical programme was arranged. 

After the banquet the delegates and their guests were entertained 
informally by the Accountants’ Round Table. 


MEETING OF COUNCIL 


At the meeting of the council of the Institute of Accountants on 
September 21, the following elections took place: 

Secretary—A. P. Richardson. 

Executive Committee—R. H. Montgomery, Waldron H. Rand, J. E. 
Sterrett, E. W. Sells, W. F. Weiss. 


Board of Examiners: 
For three years: 
Arthur W. Teele, chairman 
Frank G. DuBois 
Arthur Young 
For two years: 
W. P. Hilton 
B. D. Kribben 
W. D. Whitcomb 
For one year: 
L. H. Conant 
George O. May 
H. Iver Thomas 
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Committee on professional ethics: 
Carl H. Nau, chairman 
J. D. M. Crockett 
J. Porter Joplin 
Ralph D. Webb 
Herbert G. Stockwell 
The president announced the appointment of the following committees : 


Arbitration: 
E. E. Gore, chairman 
Charles G. Harris 
F. A. Smith 


Budget and finance: 
E. W. Sells, chairman 
Charles Hecht 
Thomas L. Berry 


Constitution and by-laws 
W. R. Mackenzie, chairman 
Clarkson E. Lord 
W. H. West 


Education: 
Waldron H. Rand, chairman 
Frederick G. Colley 
Guy V. W. Lyman 


Federal legislation: 
Robert H. Montgomery, chairman 
G. O. May 
Harvey S. Chase 


Meetings: 
Elmer L. Hatter, chairman 
William P. Hilton 
Clifford E. Iszard 


Publication: 
J. E. Sterrett, chairman 
William M. Lybrand 
John B. Niven 


State legislation: 
J. S. M. Goodloe, chairman 
Charles F. McWhorter 
Ralph D. Webb 
The budget recommended by the trustees of the American Association 


of Public Accountants and amended to meet the requirements of the 
Institute of Accountants was adopted. 


The meeting adjourned. 
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BOARD OF EXAMINERS 
The board of examiners of the Institute of Accountants in the United 
States of America met on Thursday, September 21, 1916, and organized 
by the election of Arthur W. Teele as chairman. The board adjourned 
to meet on Friday, November 10, 1916, to formulate rules and regulations 
for the conduct of examinations. 


COMMITTEE Of FIFTEEN 


The special committee of fifteen elected to consider suggestions for 
amendments to the by-laws met on Thursday, September 21, 1916, and 
organized by the election of Edward E. Gore as chairman. The secretary 
of the institute was elected secretary of the committee. 

The secretary was instructed to notify members that suggestions 
for amendments should be received within the next thirty days. The 
meeting adjourned to meet in New York on Saturday, November 11, 1916. 
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Dominion Association of Chartered Accountants 
ANNUAL MEETING 

The fourteenth annual meeting of the Dominion Association of 
Chartered Accountants was held at Regina, Saskatchewan, August 22, 
23, 24 and 25. 

On the opening day of the meeting an informal reception was held 
at King’s Hotel. 

On the following day an official welcome on behalf of the province 
was extended by the Hon. W. R. Motherwell, representing the provincial 
government. The mayor of Regina welcomed the delegates on behalf of 
the city. 

At luncheon the delegates were guests of the Saskatchewan Institute 
at the Assiniboia club. The guest of honor was J. Porter Joplin, presi- 
dent of the American Association of Public Accountants, who delivered 
an address on The Relationship of the Professional Public Accountant to 
the World of Commerce. 

Later in the afternoon a paper on Goodwill and Watered Stock was 
read by David S. Kerr, C.A., of Montreal, and followed by general 
discussion. A paper was then read by Professor McKay of the University 
of Saskatchewan on Education and National Efficiency. 

The annual banquet was held in the evening at the Assiniboia club. 
O. J. Godfrey, F.C.A., who presided at all the sessions, was also toast- 
master at the banquet. Other speakers at the banquet were: Hon. W. R. 
Motherwell, Mayor Cowan, J. Porter Joplin, David S. Kerr, and John 
Parton. 

On Thursday, August 24th, the delegates were taken on a trip to the 
famous Qu’Appelle lakes and luncheon was served at B-Say-Tah Point. 
Dinner was provided at Fort Qu’Appelle. 

On Friday, August 25th, there was a business session and at one 
o’clock the president entertained the members of the Dominion council 
at luncheon. In the evening a paper was read by S. P. Grosch, acting 
chairman of the local government board. 

During the meeting various entertainments, including a reception at 
government house, were provided for the visiting ladies. 
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Income Tax Department 
Epitep BY JoHN B. Niven, C.P.A. 


The bill'‘to increase the revenues and for other purposes as amended, 
has been passed by congress. The law was approved by the president on 
September 8, 1916, and it became effective September 9, 1916, except 
as otherwise provided. New sources of revenue have been provided by 
the new law and the provisions of the old law which are included have 
been changed in many instances; but the part of the act more particularly 
interesting to the readers of these pages is title I containing the pro- 
visions of the federal income tax law. 

The terms of that part of the bill as originally tabled which related to 
income tax and certain comments thereon, have appeared already in the 
journal; and, while the modifications on the bill in its passage through 
congress are numerous, and, in many cases, important, it does not seem 
necessary to give the full terms of the new law, as copies will be easily pro- 
curable by everyone interested from the collectors of internal revenue of 
their respective districts. The comments which appeared in the August 
number of the journal indicated the differences between the law of October 
3, 1913, and the bill as presented; and it is, perhaps, fit and proper that 
there should now be given the differences between the bill as presented 
and the act which ultimately was approved by the president. 

In the first place, the increase in the rates of the tax may be indicated. 
The normal tax has been increased from 1% to 2% on the income of both 
individuals and corporations; and the grading of the additional or super 
tax has been accelerated in the following manner : 


1% on incomes which exceed $20,000 and do not exceed $40,000. 

2% on incomes which exceed $40,000 and do not exceed $60,000. 

3% on incomes which exceed $60,000 and do not exceed $80,000. 

4% on incomes which exceed $80,000 and do not exceed $100,000. 

5% on incomes which exceed $100,000 and do not exceed $150,000. 
6% on incomes which exceed $150,000 and do not exceed $200,000. 
7% on incomes which exceed $200,000 and do not exceed $250,000. 
8% on incomes which exceed $250,000 and do not exceed $300,000. 
9% on incomes which exceed $300,000 and do not exceed $500,000. 
10% on incomes which exceed $500,000 and do not exceed $1,000,000. 
11% on incomes which exceed $1,000,000 and do not exceed $1,500,000. 
12% on incomes which exceed $1,500,000 and do not exceed $2,000,000. 


and 


13% on incomes which exceed $2,000,000. 

The increased rates of normal and additional tax are to apply to the 
entire net income received by every taxable person in the calendar year 
1916 and in each calendar year thereafter. 
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The income which is made subject to the tax is as defined in the bill, 
with the exception that a more definite meaning has been adopted for the 
term “dividends.” It is now provided that the dividends which are sub- 
ject to the tax are all distributions to stockholders made, or ordered to be 
made, out of earnings and profits accrued since March 1, 1913. This is 
applied both to cash and stock dividends, and the further provision is 
made that a “stock dividend shall be considered income to the amount 
of its cash value.” It will be remembered that the treasury department 
has consistently maintained under the old law that all stock dividends 
were subject to the tax at their face value in the year in which they were 
declared, irrespective of the period in which they were actually earned. 
But under the new law cash as well as stock dividends are only subject 
to tax if distributed from income earned subsequent to March Ist, 1913. 
This is an important change which will have far-reaching effects, not 
only on the amount of revenue collectible by the Treasury but also in 
the practical working out of the provision, as it would seem to affect all 
dividends declared or to be declared by corporations in the current year 
and probably in future years, at least in the case of those corporations 
which carry large amounts in their surplus accounts. The free surplus 
from which dividends are payable consists in the majority of dividend 
paying corporations of the accumulation of profits of many years, and it 
would appear almost necessary in every case before a dividend can be 
included in the income tax return to investigate the position of the surplus 
account of the corporation making the dividend and ascertain whether the 
period in which the amount was earned is within the limitation fixed by 
the law. It is presumed that, so far as the income tax is concerned, no 
notice need be taken of dividends received from a corporation until the 
surplus of the corporation which was on hand at March 1, 1913, has 
been fully distributed in dividends, or otherwise. The ascertainment of 
the status of a dividend in this connection would seem primarily to rest 
with the issuing corporations; and corporations may ultimately see it to 
be to their advantage to indicate, as a matter of course, preferably on the 
dividend check itself, the period in which the amount so disbursed was 
earned. Such a procedure has been the general practice of most British 
companies for many years as the operation of the British income tax laws 
require somewhat similar information. In some instances, it, perhaps, 
might be thought better to furnish the information quite distinct from the 
dividend check but this could be arranged by the insertion of a slip giving 
the information required. It is immaterial by what means the information 
is conveyed to each stockholder, but it seems essential for the proper 
administration of the law that some such method be adopted to supply 
the information required. 

A stock dividend is to be considered income to the amount of its cash 
value! What is meant by cash value? Is it par value or is it market 
value? This distinction as to the value of a stock dividend was not in the 
bill as presented; and the inference which was drawn in last month’s 
journal that a stock dividend should be entered in the return at the value 
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at which the surplus accounts of the corporation making the dividend pay 
ment is charged is not quite so obvious from the law as it now stands. If 
the value is looked for from the issuing corporation’s point of view, prob- 
ably the par value would represent the cash value as that would be the 
value at which the dividend would be entered on its books; but if looked 
for from the stockholder’s point of view the market value would more 
probably be considered the cash value as that would be the value at which 
the stockholder could convert it into cash. The latter view seems to be 
the more reasonable one, especially as the purposes for which the value 
is being placed on the stock dividend is to appraise it as income to the 
stockholder. This is one of the ambiguities of the law which will require 
elucidation. 

The method of ascertaining the gain derived or loss sustained from the 
sale or other disposition of property, real, personal, or mixed, acquired 
befcre March 1, 1913, has been changed in the new law; and it is now pro- 
vided that the fair market price or value of such property as of March 
1, 1913, is to be the basis for determining the amount of such gain or 
loss. It is gratifying to know that the inequitable method of pro rating 
the difference between the purchase and selling prices of an asset over the 
whole period of possession has now disappeared from the administration 
of the law. By the method now prescribed the true result of the trans- 
action since the inception of the law will now be entered in the return and 
subjected to the tax. 

Congress did not adopt the change in the terms of the clause pro- 
viding for the specific exemption which was suggested in the bill but 
instead has practically restored the provision to the terms in which it 
stood in the original law. The only change which has been made is to 
widen the class of individuals entitled to the exemption of $4,000. It is 
now quite in order for the additional $1,000 exemption to be claimed by 
“the head of a family.” It will be remembered that the modification sug- 
gested in the bill was to the effect that a widower or widow living with 
one or more minor children, should have the benefit of the exemption. In 
the new law, however, the term “head of a family” is used without any 
qualifying words and it, therefore, would seem to cover not only those 
persons who were indicated in the comments appearing in the August 
journal, but also persons outside that scope. The term is very ambiguous 
and the writer is not in a position to discuss the purely legal meaning of 
the words used; but the view which probably will generally be taken is 
that the words embrace not only parents with minor children but also all 
persons on whom may rest the care, protection, or sustenance of near 
relations. A man or woman with a widowed mother, with minor brothers 
or sisters, or even, perhaps, with brothers or sisters who are not minors, 
who are dependent on him or her, would seem to be covered by the term 
“head of a family.” This is another point which will have to be ex- 
plained; but in the circumstances, it would appear that the right to the 
additional $1,000 exemption will be decided on the basis of responsibility 
for the upkeep of other members of the tax-payer’s family. 
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Certain modifications have been made in the law on the provisions 
which appeared in the bill with regard to the income received by fiduciaries. 
The modifications all tend towards a more equitable treatment of the 
subject and, in effect, provide that where income is returned for the 
purpose of the tax by beneficiaries themselves, it will not be taxed to the 
fiduciary, and that it is only the income which is being accumulated that 
is to be considered the income of the fiduciary. It is also provided that 
where annual or regular distributions to existing beneficiaries are made 
the rate of tax and method of computing the same shall be based in each 
case upon the amount of the individual share to be distributed. The 
changes made in the law meet the criticism which appeared in this column 
of the August issue. 


The clause of the law providing for the deduction of a reasonable 
allowance for the exhaustion, wear and tear of property arising out of its 
use or employment in the business or trade, has also been changed so far 
as the depletion of natural deposits is concerned. A method is provided 
for arriving at the allowances to be deducted in respect of the depletion 
of oil and gas wells, and, in the case of mines, it is now provided that the 
depletion in respect of the annual output shall be on the basis of “the 
niarket value in the mine of the product thereof.” It will be remembered 
that the method under the old law and also in the bill was restricted to 
5% of the gross value at the mine of the output for the year, and it would 
certainly seem that the new method may be expected to reach a more 
accurate figure than the one previously in force. It is, however, not clear 
what is meant by the words “market value in the mine.” There are many 
views which might reasonably be taken as to what this clause means and 
it seems useless to try to arrive at the meaning intended. It is hoped, 
however, that the phrase is covered by some court decision or other legal 
authority upon which the administration of the matter may be based. 


Under the new law it would appear that the market value of all assets 
as at March 1, 1913, is to be the basis of the whole administration of the 
law, as in the provisions in connection with the allowances for depletion 
just referred to, it is stated that when these allowances shall equal the 
capital originally invested or, in the case of purchases made prior to March 
1, 1913, the fair market value as of that date, no further allowances shall 
be made. 

It is observed that in the paragraph detailing the credits allowed for 
the purpose of the normal tax only, the amounts received as dividends 
upon the stock or from the net earnings of any corporation, joint stock 
company, or association, “trustee,” and insurance company are given. 
Trustees have been included among those paying dividends; and it is 
impossible to gather the trustees who pay the dividends which are in- 
tended to be covered by the provision. It is difficult, at the moment, to 
conceive any trustees who, in a corporate capacity, pay dividends out of 
earnings which have already borne tax. It may be that it is intended 
to cover distributions made by fiduciaries out of income accumulated by 


311 








The Journal of Accountancy 


them and which accumulations are subject to both the normal and the 
additional tax in their hands; but these would not be dividends in the 
general accepted meaning of the term. In due course, no doubt, we shall 
cet light on the point. 

The bill proposed a change in the method of ascertaining the district in 
which a taxpayer should file his income tax return by providing that he 
should file it in the district in which his “legal residence” was situated ; 
but the law as it now stands has restored the old law in its entirety, so that 
a person will now file his return with the collector for the district in 
which he has his legal residence or place of business. It would appear 
that the alternative was in the discretion of the tax payer though it may be 
assumed that the treasury department’s regulation that he shall file it 
at the place of his ordinary residence will apply to the new law. 

The new law contains a provision as to partnership profits which en- 
tirely reverses the regulations which have been in force up to this date. It 
is now provided that in arriving at the net distributive interests on which 
the individual members shall be liable for the tax, normal and additional, 
there shall be excepted their proportionate shares of the amounts received 
from interest on exempt obligations of every description as well as from 
dividends. This provision is, in the opinion of many, necessary to bring 
the new law within its constitutional limits. 





Colorado Society of Certified Public Accountants. 


At the annual meeting of the Colorado Society of Certified Public 
Accountants the following officers and directors were elected: M. M. 
Hamma, president; G. C. Stumm, first vice-president; George Best, second 
vice-president; F. D. Stackhouse, third vice-president; F. H. Bentley, 
treasurer; H. J. Falk, secretary; directors: S. R. Schaeffer, C. G. Weston, 
F. B. Reid, George Best, P. Lawrence, C. W. Collins, Alfred B. Bell, 
M. M. Hamma and J. W. Stark. 





Washington Society of Certified Public Accountants 


At the annual meeting of the Washington Society of Certified Public 
Accountants the following officers were elected: president, H. W. Carroll; 
vice-president, O. S. Larson; secretary-treasurer, E. J. Miner; auditor, 
George Shedden. 





Minnesota Socicty of Public Accountants 


At the annual meeting of the Minnesota Society of Public Accountants 
held August 24, 1916, the following officers were elected for the ensuing 
year: president, Ralph D. Webb; vice-president, James S. Matteson, and 
secretary and treasurer, Edgar C. Salvesen. 
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Students’ Department 
Epitep By SEYMouR WALTON, C.P.A. 


INTEREST AND INTEREST TABLES 


In almost every office there can be found a book of interest tables. 
To most of the persons in the office only those tables which deal with 
simple interest have any meaning. The compound interest tables are 
riddles that few have ever undertaken to solve, although they could 
frequently be used to advantage. 


Compound interest is often thought of as interest on interest. If a 
note for $10,000.00 is due in two years with simple interest at 6 per cent. 
the amount payable is $11,200.00. If it is specified that the interest may 
be compounded semi-annually the amount payable is $11,255.08. The first 
semi-annual interest is $300.00, the second semi-annual interest is $309.00, 
since there is six months’ interest on the accrued $300.00 in addition to 
the interest on the principal of $10,000.00. The next interest will be on 
the accrued $609.00, making it $318.27, and so on. 

Compound interest cannot be charged unless it is specifically agreed 
to in the contract. There is a condition, however, in which interest may 
be charged on what appears to be interest, making the transaction 
appear to be one involving compound interest when it does not really do 
so. Ifa note of $10,000.00, with interest at six per cent. payable semi- 
annually and running two years, is left with an agent for collection, with 
the agreement that he is to pay six per cent. interest on all the money 
he realizes, he would owe at the end of the two years $11,254.00. 
This arises from simple interest on the $10,000.00 principal, $1,200.00, 
simple interest on the first $300.00 for 18 months, on the second 
$300.00 for 12 months and on the third $300.00 for 6 months, or 
$27.00, $18.00 and $9.00 respectively. As each $300.00 item is paid to the 
agent as interest, this looks like calculating interest on interest, or com- 
pounding it, but it is not really so. The $300.00 when it is collected is 
no longer interest; it is money, and constitutes a new money debt on 
which interest must be paid. If the agent were obliged by the contract 
to invest each interest item at six per cent., the effect would be the same 
as compounding the interest, because at the end of each six months he 
would be obliged to invest all the interest he had collected, including 
interest on the sums previously collected. 

Therefore, when it is said that compound interest is not chargeable 
except when specifically agreed to, it is meant that no interest can be 
calculated on interest that has accrued but has not been paid, but it does 
not mean that no interest is to be calculated on money actually received. 

In the compound interest tables it is always taken for granted that 
the interest has not only been paid, but that it has also been at once 
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re-invested at the rate that is being used. This is a theory that can be 
carried out in practice only when the sum involved is very large. In 
the case given, the agent would find difficulty in finding an investment 
for $309.00 better than putting it into a savings bank at little, if any, 
more than half the required rate of six per cent. It will be feasible if 
the debtor is carrying on a business for which he is constantly borrowing 
money; but when outside investments must be sought, as in the establish- 
ment of a sinking fund, the theoretical calculation will not work out, 
owing to the impossibility of investing odd amounts at the required rate. 
SINKING Funps 

If a corporation issues 5 per cent. bonds for $100,000.00 payable in 
20 years with a provision that a sinking fund shall be established by 
depositing with a trustee such an annual sum as will produce $100,000.00 
in 20 years, if invested at 5 per cent., it is doubtful whether many book- 
keepers, or even many practising accountants, could give the information 
as to how much the annual deposit should be. The calculation of the 
amount by the algebraic method is an extremely complicated process, and 
there are very few persons who could use logarithms to find the result. 
With a compound interest table it is very simple. On the basis of 
compounding annually, the process would be as follows: 

Turning to the table headed “Annual payment or sinking fund that 
will amount to $1.00 in from 1 to 50 years,” we find in the 5 per cent. 
column on the line for 20 years .02880. Multiplying this by 100,000 we 
get $2,880.00 as the amount necessary to be deposited yearly to produce 
$100,000.00 if invested at 5 per cent. compound interest. But it is neces- 
sary to use these tables intelligently and to be sure that they fit the 
conditions of any particular case. The first line of this column that we 
have used shows that $0.95238 at 5 per cent. will amount to $1.00 in one 
year, which is true, provided that the deposit is made at the beginning of 
the year. This gives us the information that the payment of $2,880.00 
is correct provided it is deposited at the beginning of each year including 
the first. But payments into a sinking fund are always made at the end 
of the year. Therefore in 20 years, while there would be 20 payments, 
there would be only 19 years in which interest would be earned. We 
must therefore reject the result reached from the use of this table and 
find a table that will give the necessary amount on the basis of the 
deposit being made at the end of each year. 

Turning to the table headed “Amount of $1.00 per annum for from 1 
to 100 years,” we know that the calculations are based on the money 
being paid in at the end of each year, because the amount of $1.00 is 
given as $1.00 only for the first year. At the twentieth year we find 
$33.065954 as the accumulation of $1.00 for 20 years with compound 
interest at 5 per cent. for 19 years, the last dollar being paid in at the 
end of the twentieth year, when the necessary interest has all been 
accumulated. To find the amount necessary to produce $100,000.00 on the 
same terms, we divide $100,000 by 33.065954. The result, $3,022.44, is the 
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amount which deposited at the end of each year for 20 years and earning 
5 per cent. compound interest for 19 years after the first year will produce 
a fund of $100,000.00. 

VALUING A LEASEHOLD 


The subject of leaseholds has already been treated in this department. 
It is sufficient to say here that if a person is paying ground rent on a 
very long lease, he may wish to rid himself of the yearly payments by 
paying a lump sum that represents the present value of the annual rental. 
This is found from the table headed “Present value of $1.00 per annum 
for 1 to 100 years.” If the yearly rental is $5,000 and the lease has 
60 years to run, money being valued at 5 per cent. per annum, we find 
in the 5 per cent. column of the table the value of $1.00 to be $18,92929. 
Multiplying this by 5,000 gives $94,646.45 as the present value of an 
annual income or annuity of $5,000.00 for 60 years at 5 per cent. on the 
decreasing principal. The result would be as follows: 


Investment principal 94,646.45 
Interest at 5 per cent. 4,732.32 

99,378.77 
Payment 5,000.00 
New principal 94,378.77 
Interest at 5 per cent. 4,718.94 

99,097.71 
Payment 5,000.00 
New principal 94,097 .71 


At the end of 60 years the entire principal will have been paid, 

together with 5 per cent. per annum on the diminishing account. 
CoMMUTING A LIFE INTEREST 

The same principle can be applied to buying out the life tenant of 
property in an estate. If real estate in which a widow has a life interest 
of one-third is sold, she is entitled to an income during the rest of her 
life equivalent to what she has been receiving from the property. The 
administrator can buy her an annuity of that amount from an insurance 
company, but the usual plan is to commute it by paying her a lump sum. 
The rate of interest must be agreed upon, but the time to be used as the 
basis of the calculation is her expectation of life as shown by the 
expectancy table of life insurance companies. If her share of the net 
income from the property has averaged $2,000.00 a year and her expecta- 
tion of life is 22 years and the agreed rate is 4% per cent., we ascertain 
from the compound interest table the present value of $1.00 per annum 
for 22 years at 4% per cent. This is $13.784425, which, multiplied by 
2,000, will give $27,568.85 as the commuted value of the widow’s interest 
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in the property. Of course, the administrator could continue to pay her 
$2,000.00 a year for the rest of her life, but this would tie up the estate 
and the administrator’s bond for so long a time that it is usual to 
commute the payments. 

ANNUITIES 


The general subject of annuities is governed by the same principles 
as have already been exemplified. The general idea is that of providing 
an income for life only. As the recipient of the income has a life interest 
and nothing more, there is no principal left when the annuity terminates. 
It is the exact opposite of life insurance, which consists of paying small 
sums annually for the purpose of obtaining a lump sum at death. The 
annuity involves the payment of a large amount at once for the purpose 
of obtaining a small sum annually until death. 

Insurance companies in issuing annuities do so on the basis of 3 
per cent. That is, they ascertain what sum, invested at 3 per cent. on 
the diminishing principal, will produce the required income for the 
remainder of the life of the recipient, based on the number of years the 
recipient is expected to live, as shown by the expectancy tables. 

As 3 per cent is a very low rate, it will naturally not pay to purchase 
an annuity for a person whose expectancy is for a large number of years. 
For instance, at age 35 a person is expected to live 30.87 years. Using 
31 years as the nearest approximation, we find from the compound interest 
table “Present value of $1 per annum” that it is necessary to pay 
$20,000.43 to produce an annuity of $1,000 per year on a 3 per cent. basis. 
It is manifest that this would be a very unwise thing for the purchaser 
of the annuity to do, since the $20,000.00 could be invested in 5 per cent. 
bonds which would leave the principal intact at the death of the recipient, 
instead of being extinguished, as is the case with the annuity. 

If the recipient is 63 years old, the expectation of life is 12.05 years. 
On the basis of 12 years and 3 per cent. an annuity of $1,000.00 would 
cost $9,954.00. The return would be virtually 10 per cent. per annum 
and would be a very wise provision for the beneficiary if there were no 
other person to be considered after the death of the beneficiary. 


PARTIAL PAYMENTS 


There are two methods of calculating interest on accounts on which 
partial payments are made. The one in common use among business men 
consists in calculating the interest on the principal sum from its date 
to the date of settlement and a similar calculation on the partial payments, 
the difference between the total interest on the respective sides being the 
net interest due. On small sums and for short periods this is approxi- 
mately correct, near enough for all practical purposes. 

The other, called the United States method, gives precedence to the 
interest due at the time of each payment, and requires that each payment 
shall be first applied to the liquidation of the interest then due, only the 
remainder after the interest is deducted being applicable to the reduction 
of the principal. If the payment is not equal to the interest then due, it 
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is applied in reduction of the interest, but the excess interest is not 
added to the principal, as this would be compounding it. It is carried 
down and added to the interest to be deducted from the next payment. 
This method is made legal by statute in nearly every state, if not in 
all of them. 

An example of the two methods will show the difference between them, 
30 days to the month being used for convenience: 





Jan. 1, Original amount 600.00 March 1 Payment 200.00 

May 1 - 200.00 

June 1 a 100.00 

Interest is to be charged at 6 per cent. Required amount due July 1. 

The interest on $600.00 for 6 months is 18.00 
ba i “ 200.00 for 4 months is 4.00 
: . “200.00 for 2 months is 2.00 

nj “ *« 100.00 for 1 month is .50 6.50 

Interest due July 1 11.50 

Total due July 1 111.50 


On the United States rule: 











Original debt 600.00 

Payment March 1 200 .00 
Less interest on $600 for 2 months 6.00 194.00 
406 .00 

Payment May 1 200.00 
Less interest on $406.00 for 2 months 4.06 195.94 
210.06 

Payment June 1 100.00 
Less interest on $210.06 for 1 month 1.05 98.95 
111.11 
Interest on $111.11 for 1 month 56 
Total due July 1, 111.67 








The difference of 17 cents is considered negligible. 

It is a different matter when the amounts are large and the time is 
long. The following example is taken from the accounts of an estate 
that was not settled for 30 years. It was virtually as follows: 

An amount of $36,000 was due one of the heirs, who was to receive 
6 per cent. interest until paid. 
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Jan. 1, 1886 Legacy 36,000 Jan. 1, 1891 Payment 12,000.00 
“ 1, 1896 p 12,000.00 
“ 1, 1906 - 12,000.00 
“ 1, 1911 “ 19,000 .00 


The administrator, using the commercial rule, agreed to settle the 
account as of January 1, 1916, as follows: 





Original amount 36,000 . 00 

Interest for 30 years at 6 per cent. 64,800 .00 

100,800.00 
Less total cash paid 55,000.00 
Interest on $12,000 for 25 years 18,000.00 
Interest on $12,000 for 20 years 14,400.00 
“12,000 for 10 years 7,200.00 

‘** 19,000 for 5 years 5,700.00 100,300.00 

Amount due January 1, 1916 500.00 


The heir refused the settlement and made his claim under the law 
of the state (Illinois) as follows: 








Original amount 36,000.00 
January 1, 1891, Payment 12,000 .00 
Interest 5 years on $36,000.00 10,800.00 1,200.00 
34,800 .00 
January 1, 1896, Payment 12,000 .00 
Interest 5 years on $34,800.00 10,440.00 1,560.00 
33,240.00 
January 1, 1906, Payment 12,000.00 
Interest 10 years on $33,240.00 19,994.00 
Interest carried forward 7,944.00 
January 1, 1911, Payment 19,000.00 
Interest 5 yrs. on $33,240.00 9,972.00 


Brought forward 7,994.00 
——._—17,916.00 1,084 .00 





32,156.00 
January 1, 1916, Interest 5 years on $32,156.00 9,646.80 
Amount due January 1, 1916 $41,802.80 
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It can readily be seen that a little knowledge of correct principles 
was a valuable asset to the heir. 


Bonp TABLES 


This department is frequently asked to state at what rate bonds 
bearing a given rate of interest should be purchased in order to yield 
some other desired rate, or else what rate is actually realized on bonds 
paying a certain rate bought at a price different from par. These ques- 
tions are easily answered from bond tables, which give the rate which 
the bond bears, called the actual rate, at the top of a set of columns, and 
the realized rate, called the effective or basic rate, at the side of the page. 
At the intersection of the line for the effective rate with the column for 
the actual rate is found the price to be paid. There is a page of these 
figures for each half year that the bonds may run. An example of 
bonds running 12% years is as follows: 


3% 4% 5% 6% 
4% 90.24 100.00 109.76 119.52 
44% 85.78 95.26 104.74 114.22 
5% 81.58 90.79 100.00 109.21 


That is, if a bond bearing 5 per cent. interest is bought at 109.76, the 
rate realized on it is an effective rate of 4 per cent. if the bond is due 
in 12% years. If it is desired to place the same bond on a 4% per cent. 
basis it will have to be bought at 104.74. 


There are three elements that affect the effective rate realized on 
bonds—the actual rate, the time the bond runs and the price paid 


If a bond bearing 5 per cent., due in 20 years, is bought at 110, the 
effective rate on it is not 5 per cent., for two reasons. First, there is a 
loss of $100 on every $1,000 bond, because the bond will be paid at its 
face only at the end of 20 years. Although this is an average 
loss of one-half of 1 per cent. on the face of the bond for each year, it 
does not follow that the rate realized is 4% per cent. This is on account 
of the second reason, which is that the actual investment is $1,100.00 and 
the effective interest must be that which the actual investment earns. The 
true rate is 4% per cent. As the amount represented by the effective rate 
is less than the actual interest collected, the excess collected is a partial 
return of the premium and reduces the investment. The effective rate 
is calculated on the reduced investment each time, so that at the collection 
of each successive coupon the amount to be credited to interest becomes 
steadily smaller, while the credit to the invested principal grows corres- 
pondingly larger, the result being that when the bond matures the invested 
principal will be equal to the face of the bond. 
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If the bond is bought at a discount, the reverse of this is true. If 
bought at 93.98, there will be in addition to 5 per cent. actually collected 
on the face of the bond a further sum of $60.20 on each $1,000 bond that 
will be realized in cash when the bond is paid at par in 20 years. The 
effective rate is now 5% per cent. on the amount invested. When the 
first semi-annual coupon is collected, 6 months’ interest on $939.80 at 
234 per cent. (5% per cent. per annum) is $25.89, which is to be credited 
to interest. As only $25.00 is collected on the coupon, the difference of 
89 cents is added to the investment in the bond, making it $940.69, on 
which new principal the effective rate of 234 per cent. for six months is 
calculated the next time. 

It is not every one who has or can obtain a book of bond tables. It is 
still less probable that a person will be able to work out the results by 
the use of logarithms. Therefore it will be useful if a method can be 
indicated whereby the results can be found by the use of ordinary 
compound interest tables. To do this it is necessary to understand just 
what is done when a bond is bought on the basis of an effective rate 
different from the actual rate. 

If a bond bearing 6 per cent. per annum, payable semi-annually, is 
due in 5 years, at what price must it be bought to net 5 per cent. effective 
interest ? 

On each $100 bond the effective interest amounts to $5 a year. In 
addition there is received $1 a year for five years. A given amount 
received annually is called an annuity. This annuity of $1 is paid for 
by the purchaser in addition to par paid for the bond on a 5 per cent. 
basis. The amount he should pay in addition to par is a sum which will 
represent the present value of an annuity of $1 at 5 per cent. for five 
years. But since the interest is paid semi-annually and the semi-annual 
rate is 2% per cent., and because there are 10 semi-annual payments, the 
present worth to be found is the same as that of 50 cents for 10 years 
at 2™% per cent. The number of terms is all that counts, the length of 
each term is immaterial. Turning to the compound interest table headed 
“Present value of $1 per annum from 1 to 100 years,” we find in the 
2™% per cent. column on the line for 10 years $8.752064 as the present 
value of an annuity of $1. The present value of 50 cents is therefore 
half of this sum, or $4.376032, which is the amount to be added to the 
par of $100 to find what is to be paid for a 6 per cent. bond running 
5 years, interest payable semi-annually, to net an effective interest of 
5 per cent. The bond would be quoted at 104.38, which is accurate 
enough on a single bond, but on a large quantity the exact fraction would 
be used. This would work out in this way, it being understood that the 
excess of the actual interest at 6 per cent. over the effective at 5 per 
cent. is used to reduce the principal of the investment on which the 
effective interest is figured each time. 
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Year Actual 3% Effective 2%4% Principal (Face 100,000) 
104,376.03 
Y 3,000.00 2,609.40 390.60 


103,985 .43 
1 3,000.00 2,599.63 400.37 


103,585 .06 
1% 3,000.00 2,589.62 410.38 


103,174.68 
2 3,000.00 2,579.37 420.63 


102,754.05 
2% 3,000.00 2,568.85 431.15 


102,322.90 
3 3,000.00 2,558.07 441.93 


101,880.97 
3% 3,000.00 2,547.02 452.98 


101,427.99 
4 3,000.00 2,535.70 464.30 


100,963 .69 
4, 3,000.00 2,524.09 475.91 


100,487.78 
5 3,000. 00 2,512.20 487 .80 


In analyzing these figures it must be remembered that the premium 
of $4,376.03 is not finally lost until the end of the tenth period, when 
the bonds are paid at par. The difference between 3 per cent. and 2% 
per cent. on $100,000 is $500 for each period. If these ten amounts of 
$500 each were paid at the end of the tenth period in one lump sum of 
$5,000, the amount to be paid by the purchaser of the bonds would be 
the present value of $5,000 receivable at the end of the tenth period, 
discounted at 2% per cent., the effective rate. Since the amount is split 
up into ten payments of $500 at each period, the problem resolves itself 
into that of buying $500 items all due at the end of the whole time. The 
first purchase is therefore on the basis of $500 due at the end of the 
tenth period, discounted at 2% per cent., the value of which is found by 
the compound interest tables to be $390.60. The discount of $109.40 is 
interest earned and is added to the $2,500.00 interest on $100,000 at 2% 
per cent. to make the effective interest of $2,609.40 as shown above. 
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Compound interest tables can also be used to find the effective rate 
when the actual rate, the time and the price are known, as shown by the 
following example: 

If a bond bearing 6 per cent. interest, payable semi-annually, due in 5 
years, is bought at 108.04, what is the effective rate? 

It is necessary to assume a rate that is manifestly too low and also 
one manifestly too high, to find the difference between the present values 
at the two rates; then to find the difference between one of these present 
values and the given value of $8.04. The relation between these two 
differences will be the relation between the experimental rate used and 
the real effective rate. 

On a 4 per cent. basis there will be an annuity of $2.00 on every 
$100.00 at 4 per cent. for 5 years, or on the semi-annual basis $1.00 for 
10 periods at 2 per cent. The value of this annuity is found from the 
compound interest tables to be $8.982585, which is too large a present 
value, indicating that the rate is too low. 

On a 5 per cent. basis there will be an annuity of $1.00 at 4 per 
cent. for 5 years, or semi-annually 50 cents at 2 per cent. for 10 periods. 
The compound interest tables show this to be worth $4.376032, which is 
too small a present value, indicating that the rate is too high. 


On a 4 per cent. basis the present value is 8.982585 
On a 5 per cent. basis the present value is 4.376032 


Difference owing to 1 per cent. difference in rate 4.606553 


The difference between the 4 per cent. basis 8.982585 
and the rate at which the bonds are bought in 8.040000 


the difference being .94 plus 

If 4.606 is 1 per cent., 0.94 is almost exactly 2-10 of 1 per cent. As 
the 4 per cent. basis was at too low a rate, the addition of 2-10 of 1 per cent. 
to it makes the effective rate as near as possible to 4.2 per cent. Quoting 
the purchase price at the nearest cent, instead of carrying it out to several 
places of decimals always makes a slight discrepancy. For instance in 
the case of the 6 per cent. bond bought on a 5 per cent. basis, the quotation 
would be at 104.38 instead of 104.37603 and the table given above would 
not work out exactly. 


Editor, Students’ Department: 


Sr: We have some commission mortgages, taken in connection with 
our farm loan business, which we wish to sell so that they will net the 
purchaser a return equal to 10 per cent. payable annually. They are for 
$100.00 each, payable in five equal annual instalments without interest. 
The officers of this bank cannot agree as to the present cash value of the 
above mortgages and I will appreciate your advising me what it is. 

Very truly yours, 
H. C. H. 


Saco, Montana. 
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This question is answered by any good interest book in the table headed 
“Present value of $1 per annum,” which for 5 years at 10 per cent. is 
given as $3.790787. Twenty dollars per annum would therefore be worth 
$75.82. It works out thus: 


Investment 75.82 
lst payment $20 less interest, 7.58 

63. 
2nd . $20 “ wg 6.34 13 


F1RSi8 


3rd “$20 “ r 4.97 15.03 





34.71 
4th .. eo ni 3.47 16.53 


18.18 
Sth eo . 1.82 18.18 


The rule is that each payment of $20.00 must be applied first to pay 
the interest on the capital invested, and the balance applied to reduce the 
capital, interest being calculated each year on the diminished capital. 


TURNOVER 
Editor, Students’ Department: 


Sir: In the issue of April, 1916, I note with interest some reference 
to the definition of “turnover.” Your remarks, including quotations from 
Lisle and Montgomery, seem to me to cover only half the real definition 
of “turnover.” My idea on the subject may be disputed, but I have never 
had any doubt on the real meaning of “turnover” and have therefore not 
had any occasion to look up any authority on the matter since my early 
training in accountancy, and it causes me some surprise that eminent 
authorities like the authors mentioned have not gone any deeper than 
the statement that it is the “total of the annual sales,” or “the cost of the 
goods sold and the expense of selling them.” 

I think a truer definition may be stated as follows: “Turnover means the 
turning over of the available working capital of a business a number of times 
during a given fiscal period, represented in the operations by the cost of 
the goods sold during that period.” I will explain this briefly as follows: 

Suppose that a private firm or corporation starts its fiscal period with 
assets of $100,000 divided into fixed assets of $60,000 and current and 
working assets of $40,000, the latter consisting primarily of cash in banks, 
notes and accounts receivable and inventory of merchandise. Fixed 
assets, being permanently employed in the business, cannot be considered 
in arriving at the definition of a turnover of any nature, because, literally 
speaking, they are anchored to the premises and are not employed outside 
in the trade in the form of exchanging assets with other business firms, 
as are the items comprising the current and working assets. 

In commencing the operation for the fiscal period the available working 
assets are employed in purchase of merchandise, payments for labor and 
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overhead expenses, all culminating, after adjustment of inventories at 
commencement and close of period, in an amount called cost of sales. 
This has been billed to customers under heading of sales. Therefore, the 
cost of sales represents the actual amount of working capital turned over 
a number of times, according to the ratio of working capital to total cost 
of sales, coming back (in a successful business) plus profit when the 
customers settle their accounts. So presuming that sales of merchandise 
amounting to $200,000 cost $160,000 to produce, the amount of working 
capital at the commencement of the period ($40,000) has been turned 
over four times or, in other words, there is an average of about three 
months occupied in the activity of any given amount of working capital 
employed from the fulfilling of an order on through the process of pro- 
duction, selling and shipment to customers and ultimate collection of 
accounts, the latter being the working capital returned plus profits. As 
the period of production and terms of sale and settlement must often 
vary considerably in each individual business, a reasonable average is all 
that can be obtained without making a complete and thorough analysis 
of the various classes of commodities produced and the period of time 
occupied from commencement of production to collection of customers’ 
accounts. 

I have used the term “available working capital” advisedly, because 
the amount of working capital on hand at commencement of or during 
the fiscal period is available for activity in the operations of manufacture, 
but may, and often is, with a growing business, transformed to represent 
a fixed asset in the form of, say, additional buildings or machinery, etc. 

I fear I have encroached on your valuable space, but let me say that 
it is an interesting analysis and of valuable importance to watch the 
“turnover” course of the working capital through a period of operations 
and note the ultimate distribution of the profit as represented by fixed 


or floating assets. 
Yours truly, 


GS ALA. 
Boston, Massachusetts. 


This is a very clear and convincing analysis of this interesting subject. 
While agreeing with it in the main, I must call attention to one point— 
the variations in the available working capital. If working capital is 
defined, as in my opinion it should be, as the net current assets—that is, 
the total proprietorship not tied up in fixed assets—it will still not be 
a constant quantity, but will increase with every profit made. In the 
example given, the working capital at the beginning is $40,000.00, but when 
$50,000.00 worth of goods costing $40,000.00 have been sold, the working 
capital is increased by the profit made on that amount of sales. If the 
net profit is $4,000.00 (to take any conventional figure), the working 
capital used in the next period would be $44,000 and at the end of the 
year would be $56,000.00, not allowing for compounding. 

If it is considered that the profit is only temporarily held in the 
business, pending its distribution in dividends or investment in fixed assets, 
the working capital may be assumed to remain the same, and the con- 
tention advanced by our correspondent may be considered to be estab- 
lished. In any event, it is interesting as exemplifying the difference in 
views as to turnover. 
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NECESSITY FOR A NATIONAL STANDARD 


The necessity for establishing a national standard for those who apply 
for C.P.A. certificates by examination is shown by the character of the 
questions asked in some of the states. In a recent examination there was 
nothing at all difficult about the problems in practical accounting, except 
that in one or two cases it was a little hard to understand what the 
examiners meant by their questions. One of the problems was as follows: 

If a man pays into a building association $20.00 a month at the begin- 
ning of each of the twelve months and receives 8 per cent. on the average 
investment, what is his dividend or profit at the end of the year? 

This is such a simple sum in arithmetical progression that any school- 
boy ought to be able to work it. It is not in any way a test of the 
applicant’s knowledge of accounting principles. 

In the same examination under the division of auditing were these 


three questions: 


Rule a form of cashbook to provide for controlling accounts of debtors 
and creditors, for discounts in settlement of both receivable and payable 
accounts. What is the usual method of posting these figures? 

Figure compound interest on $1,000.00 for three years at 2% per cent. 
State the amount including principal and total interest by itself. (What 
“itself” refers to is not explained.) 

A bill of goods is sold at a discount of 25 per cent. and 10 per cent. 
and 10 per cent. State the net cost if the bill list price is $600.00 for 
the goods. 

If such questions as these are to be considered proper tests for passing 
a C.P.A. examination, what difference is there between a certified public 
accountant and a fairly good bookkeeper? 





A. H. and P. W. Pogson announce that they have retired from the 
firm of Pogson, Peloubet & Company and have formed a co-partnership 
to continue the practice of accountancy under the firm name of Pogson 
Brothers & Company, with offices in New York and El Paso. A. H. 
Pogson will supervise the business in New York, and the business in 
El Paso and the southwest is in charge of P. W. Pogson. 





Bowers, Smith and Luery, 120 Broadway, New York, announce that 
Charles W. Perry, C.P.A. (New York), has become associated with the 
firm. 





Burnham Asch, C.P.A., announces that he has retired from member- 
ship in the firm of John Gordon & Company and has opened offices at 
949 Broadway, New York. 





Clarence F. Helwig, C.P.A., announces that he has become associated 
with the firm of Falk, Johnson & Company, Denver, Colorado. 
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PRINCIPLES OF ACCOUNTING, by StepHen Griman, B.S., La Salle 
Extension University, 1916. 


This book is essentially addressed to the student and may in no 
sense be considered an addition to the growing list of excellent works 
which are recognized technical references for the public accountant. In 
fact, the book is apparently written for the classroom and in some chap- 
ters appears to require the elucidation which class presentation should 
bring. The preliminary survey expounding the bookkeeping principle of 
equilibrium immediately attracts interest in the graphic illustrations of 
scales of balancing assets and liabilities and in the accompanying explana- 
tions. Unlike some works with a similar title, the author attacks the 
subject from the ledger backward to sources. No attempt is made to 
instruct the reader in the history or theoretical development of the 
science of accounting, and in this and other respects the volume may be 
regarded as practical and to the point. The author rides on a wave of 
optimism in chapter III in his statement that “banks formerly employed 
the columnar ledger, but have just about abandoned it because of the 
introduction of modern mechanical bookkeeping methods which give 
better results.” The section on the “voucher” which immediately follows 
in the same chapter is not in the same vein. No reference is made to 
the “mechanism” of the detachable voucher cheque and duplicate trans- 
mittal advice now so much favored in modern accounting systems. The 
chapter on the balance sheet is obviously a class lecture, excellent as a 
superficial outline of obvious principles, but in some particulars lacking 
the sidelights which the classroom would no doubt provide. The author 
was undoubtedly not serious in his statement that “there are almost as 
many ways of constructing a balance sheet as there are accountants” ; 
although this is somewhat redeemed by the subsequent context referring 
to the arrangement of assets and liabilities in the alternative orders of 
fixity and liquidity. Necessarily the principles involved in the valuation 
of assets are discussed in a general way only, as no single volume on 
the principles of accounting can reasonably cover this subject in adequate 
detail. Nothing new is added to the literature on the subject, the treatise 
being apparently a review of accepted expressions in standard accounting 
works. The author’s “logical method of treating goodwill” is probably 
intended only for students, and the charging off of this asset “against 
the capital invested” may be considered as a purely technical suggestion, 
or worthy of consideration only in small enterprises. “Proprietorship” 
is dealt with at considerable length, having regard to the size of the 
volume, for which the author prepares the reader in the preface. It is 
nowhere maintained that proprietorship accounts reflect a legal liability, 
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but rather that they reflect a theoretical one, and this after all is the 
crux of the argument. On the whole the work is a clear, direct and 
practical discussion of accounting principles, and the author has no doubt 
achieved his object in providing a basis of interesting study for those 
who have had some training or experience in general bookkeeping. 

F. G. Cotiey. 





PRACTICAL GARAGE ACCOUNTING, by Horace Epwarp Ho ttister, 
The Garage Systems Company, Rockford, Illinois, 1916. 


This little book of 150 pages is excellent. One of its chief claims fdr 
recognition is its underlying idea that accounts should be kept only for 
the purpose of supplying information, and that an adequate system is one 
which insures the transmission of that information to the executive in 
time for him to use it in the conduct of the business. Another of its 
claims to popular favor is its obvious practicability. Without attempting 
to teach the theory of double entry it presents forms of books and records 
and gives such detailed instructions that a person with the slightest know- 
ledge of bookkeeping should have little difficulty in operating the system 
outlined. The book is valuable to public accountants because it gives a 
complete classification of accounts and presents many forms of tags, 
tickets, requisitions, vouchers and other reports which unmistakably came 
from actual experience. 

The accountancy principles throughout the book are sound. Such 
criticisms as can fairly be made of particular procedures and forms could 
be made of any other well-written book, because they cover matters con- 
cerning which accountants might reasonably disagree. In the classification 
of departments shown on page 52 the symbols are arbitrary; if a 
mnemosyne scheme could be devised it would be of value. On page 84 
adjustments of cash in bank are provided for in the general journal: 
there seems to be no reason why such adjustments should not be made 
in the cash book. On page 101 it is stated that on a balance sheet surplus 
should be added to and deficit deducted from the capital stock account; 
this apparently means only that those accounts should be included in the 
same group with the capital stock account, as shown by the typical balance 
sheet on page 123. On page 107 in the card of accounts the symbol X 
is used, although that symbol does not appear in the classification of 
departments shown on page 52, nor is it explained elsewhere. 

These criticisms are not vital. The book is well written, well printed 
and well bound. It is worth buying. Harotp Duprey GREELEY. 
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PE 
RALPH D. WEBB 


We announce with profound regret the death of Ralph Day Webb, 
C.PA., of Minneapolis. Mr. Webb had been for many years a prominent 
member of the American Association of Public Accountants, had labored 
constantly in the cause of accountancy and had done more than any other 
man to adjust the difficulties which had arisen in his state. For many 
years he had been a member of the state board of accountancy and presi- 
dent of the state society. 


When the reorganization of the American Association took place in 
September this year Mr. Webb was elected a member of the council of 
the Institute of Accountants and was also elected to membership on the 
committee on professional ethics. He was also reappointed to the com- 
mittee on state legislation on which he had done most able and valuable 
work during the preceding year. 

Following the convention in New York Mr. Webb had gone to Bay- 
head, New Jersey, to visit friends and while there, on September 25th, died 
suddenly of heart failure. 

The Institute of Accountants has suffered a severe blow in the loss of 
one of its first council and one of its most enthusiastic and conscientious 
friends. 





